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PREFACE

As outlined in to Section 6.14A(c) of Chapter 284 of the 2003 Session Laws, the Blue Ribbon
Commission on Medicaid Reform shall examine the State's Medicaid program and make
comprehensive recommendations for fundamental reform. The Commission shall consider:

1.

Methods to responsibly restrain the growth in Medicaid spending.

2. Best practices in both the public and private sectors in managing and administering health

(98]

6.

7.
8.

care.

Options for maximizing existing resources while controlling Medicaid program costs.
Current array of services available within the State Medicaid program

to determine the appropriateness of the type, frequency, and duration

of those services.

Opportunities for long-term, systemic change in the Medicaid program through the use of
federal waivers and other management tools.

How to minimize the State and county share of Medicaid costs and maximize federal
participation in Medicaid programs.

The role of Medicaid in the State's economy.

Any other matter relating to reform of the state Medicaid program.

The Commission consists of 12 members. Of these members, the Speakers of the House of
Representatives appoint six and the President Pro Tempore of the Senate appoints six.

This interim report represents the work performed by the Blue Ribbon Commission on Medicaid
Reform from the conclusion of the 2003 Session of the 2003 General Assembly until the
convening of the 2004 Session of the 2003 General Assembly. The Blue Ribbon Commission on
Medicaid Reform met on two occasions and has begun examining the North Carolina Medicaid
Program.



COMMISSION PROCEEDINGS

March 24, 2004

The Blue Ribbon Commission on Medicaid Reform met at 10:00 a.m. on Wednesday, March 24,
2004, in Room 544, Legislative Office Building. Senator Purcell was the presiding co-chair.

Carol Shaw, Fiscal Research Division, began the meeting by reviewing the committee charge
and the proposed budget. She reviewed the charge, noting that Section 6.14A (a) describes the
commission’s responsibility and what the General Assembly wants it to do. She also called
attention to Section (c), which calls for an interim report by April 1, 2004, and a final report to
the 2005 General Assembly by February 1, 2005 (Appendix A). Ms. Shaw continued with a
review of the budget. Representative Howard moved that the budget be approved. Dr. Wentzy
seconded the motion. The motion was approved and the budget was adopted.

Ms. Shaw presented the next agenda item, “Medicaid Program Overview” (Appendix B). She
said the overview gives the purpose of Medicaid and its impact on the state economy,
government state budget and on local governments. Also, it lists services that Medicaid
provides, both optional and mandatory, and who Medicaid recipients are. The final two topics in
the overview are about policy changes since 1990 that have major impact on the budget and the
most current cost containment efforts. She said North Carolina has had a Medicaid program
since 1970 and that the most critical budgeting problems occurred during the early 1990s. She
commented on the fact that paying for health care is a big business in North Carolina. She said
Medicaid alone is much larger than some other industries, including the tobacco and textile
industries. Additional statistics from the overview were presented that described how Medicaid
money is spent.

Secretary Carmen Hooker Odom, Department of Health & Human Services (HHS), introduced
the next presenter, Mr. Gary Fuquay, Director of the Division of Medical Assistance. Secretary
Odom thanked the chairs and members for their work on the commission.

Mr. Fuquay gave the committee an update of where they are with Medicaid in 2004. He said
there are four main areas: trends on expenditures, the units of services consumed and eligibles
growth; organizational changes in the division; program integrity which includes the fraud and
abuse section and third party recovery; and prescription drugs.

Mr. Fuquay brought copies of the Annual Report for State Fiscal Year 2003 for the Division of
Medical Assistance, which supports to some degree the overview that Carol Shaw presented
earlier. The handout that he used in his presentation is entitled, “Blue Ribbon Commission of
Medicaid Reform” (Appendix C). The charts and graphs in the first section of this report
summarize Medicaid services and premiums in January 2004 as compared to January 2003. He
said the purpose of this of analysis is to drill down into the expenditures to “hone in” on the
reason for increases over the past year. At the end of March 2004, the check write is at 10.44%
above where it was in March 2003. The budget is based on slightly less than an 11% increase in
growth, so they are still within the budget. He said a better picture of where Medicaid is going



would be available at the end of April. For 2005, he thinks getting through April of this year will
give a comfort level of where they are on being within the budget for 2005.

Mr. Fuquay next explained the section entitled, "Organization." He said he has focused on
strengthening internal control, management structure, and depth of knowledge of the staff since
coming in as director of the division. The employees on division staff are very competent, but
more depth of knowledge among the staff is needed. On the financial side, they are working to
improve internal controls to make sure there is the appropriate segregation of duties. The DMA
has added a number of positions. Mr. Fuquay said the Lewin Report that came to the General
Assembly suggested that the division enhance program integrity, including fraud and abuse and
third party liability. He said the Assistant Director for Program Integrity, Bo Nowell, would
discuss the program, its focus, some of the national projects they are dealing with and a brief
explanation of the sections in the Program Integrity Division. Another suggestion of the Lewin
Report was to increase the number of hearings officers. Without creating additional positions,
some positions were re-allocated to strengthen and speed-up recipients’ appeals.

Mr. Fuquay said the clinical area has a few people who are extremely knowledgeable, but a
greater depth of knowledge is needed. With the Physicians’ Advisory Group looking at medical
policy, there will be greater assurance that those policies are based on the most appropriate
medical and evidence-based practice. It is important to try to build the depth of knowledge, the
information, and the evidence-based practices in order to make sure that medical policies are
strong. The twenty positions are intended to enhance the clinical affairs area, medical policy
documentation, and work on cost containment in going forward. The following seven positions
are identified as non-cost containment.

Mr. Fuquay said the General Assembly allowed the DMA up to $5 million to take on cost
containment approaches that Clinical Affairs identified. The seven positions are in support of
the budget and finance area. It has been one of the areas of internal control weakness; therefore,
better segregation and depth of knowledge are needed. He said auditors have been added in
order to get cost settlement reviews or audits of the hospitals and providers done in a timely
manner. There might also be other re-organizations or realignments of staff as they go forward.

Mr. Fuquay asked Mr. Nowell to present the Program Integrity review. Mr. Nowell noted that
the Medicaid Division saved almost $1.4 billion through collections and cost avoidance in the
state fiscal year 2003. He gave credit for their assistance to the Attorney General’s Medicaid
Investigation Unit and the 100 county departments of social services. He said the 99.3%
accuracy rate in Medicaid eligibility determinations by county departments of social services and
the 98.2% payment accuracy rate as determined by the Office of State Auditor were major
factors in this accomplishment. Mr. Nowell reported that thirteen and three-fourths positions are
being added to the Program Integrity staff using cost-containment funds so that time spent on
investigations can be increased and result in increased recoveries.

Mr. Fuquay asked Dr. Nancy Henley, Senior Policy Medical Advisor and Acting Assistant
Director for Medical Policy in the Division of Medical Assistance, to discuss the pharmacy cost
containment initiative DMA is undertaking. She added that DMA is working closely with the
Pharmacy and Therapeutics Committee of the Physician Advisory Group in North Carolina on
these clinical and administrative initiatives along with the Community Care Program.



Dr. L. Allen Dobson, Chairman of Cabarrus Community Care of North Carolina, formerly
known as Access II & III, presented next. Dr. Dobson noted that Community Care started out as
a pilot program to see if it could make a difference and it has grown to be very important in
Cabarrus County and throughout the state (Appendix D). At the end of his review, he said the
changes they have made are not done just for Medicaid patients, but are applied to uninsured and
insured patients also. It is a basic practice change at the community level and significant impact
should be seen throughout the health care industry. He likened trying to manage Medicaid from
Raleigh to sitting in the Pentagon and working out a plan while having no army to carry it out.
He said what they are trying to do is build an army for the state to impact care at the local level.
As one of several lessons learned in their effort to develop a better system for delivering health
care, Dr. Dobson said community involvement rather than a “top down” approach is necessary.
He said that over time there are indirect quality and cost benefits for everyone, and with the work
they have going on it is a distinct possibility.

Richard Bostic, Fiscal Research staff, presented a report called “Long-Term Care Premium Tax
Credit” (Appendix E). Mr. Bostic explained that the state tax credit that long-term care
policyholders can claim expired at the end of 2003 and will no longer be available unless action
to continue it is taken during the 2004 legislative session. He said many taxpayers made errors
in trying to claim the credit; the error rate in 2001 was 91%, but dropped to 40% in 2003, an
indication that understanding how to apply the credit is improving. He said improved
instructions and requiring insurance company information could reduce the error rate further.
Mr. Bostic said the cost to the General Fund for continuing the credit is approximately $6
million.

Senator Purcell called on Carol Shaw for a presentation on the “Impact of Federal Mandates on
the North Carolina Medicaid Program.” She said she has divided her presentation into two
separate documents, “Medicare Prescription Drug Benefit: Implications for the North Carolina
Medicaid Program” (Appendix F) and “Federal Proposals for Medicaid" (Appendix G). She
differentiated between the two documents, saying that the first document on the prescription drug
benefit under Medicare is the law. The impact of this program will happen unless it is changed.
The other document includes proposals that are being discussed in the Congress and at CMS,
where some administrative activity will take place that could possibly impact North Carolina.
She said the voluntary prescription drug benefit for Medicare beneficiaries, which will begin in
2006, would be a new benefit since most of this population does not have supplemental
insurance that covers prescription drugs. In addition, that population between now and when that
benefits goes into full effect will also get a $600 a year benefit through a Drug Card program.
Exact data is not yet available for these programs.

Ms. Shaw said the major impact of the prescription drug benefit will be on dual eligibles — those
who are eligible for both Medicare and Medicaid by being both over 65 years of age and poor.
Under this new act, in 2006 Medicaid will no longer provide them prescription drug benefits.
They will be covered under the Medicare Part D Prescription Drug Benefit. She said states
would need to make sure that dual eligibles get signed up so there is no lapse of coverage. The
beneficiary does not have a choice to stay on Medicare, nor does the state have a choice to keep
them on Medicaid for prescription drugs. They have to participate in this program. The other
aspect of it is that cost sharing obligations are similar to Medicaid.



Ms. Shaw said North Carolina’s Medicaid Program will receive some fiscal relief over the next
ten years, but will be required to make payments to the federal government to help finance the
cost of the Medicare prescription drug program for its dual eligibles.

She said implications for the program include requiring counties to perform -eligibility
determinations to enroll dual eligibles and the unknown number of other low-income people who
are eligible for the low-income subsidy program. The cost of doing this, she said, will be shared
equally between counties and the federal government. Ms. Shaw said she does not see significant
savings for the state in 2006 because of the start-up cost of implementing the new responsibility
and the limited fiscal relief we will get the first year. She said fiscal relief might be greater in the
out years.

Ms. Shaw continued to talk about federal mandates from Washington, including what is being
discussed in the president’s budget and in Congress, and what is being done administratively by
CMS. She discussed the following concerns that could affect the North Carolina Medicaid
Program: limiting the use of intergovernmental transfers, prospective budgeting versus
retrospective budgeting, budget caps, cost allocation for Medicaid administration, reduced
funding for Medicaid Management Information Systems, and the lack of federal fiscal relief.

Senator Purcell asked members to briefly state what they believe the commission should do to
carry out the charge of the General Assembly. Members responded and the co-chairs said they
would use their ideas as they develop the future work plan for the commission.

At the conclusion of members’ suggestions, Senator Purcell reminded them that an interim report
to the 2004 General Assembly is due in April 2004 and a final report by early February 2005 are
required. He expressed a sense of urgency about the commission’s work and said another
meeting will be held before the 2004 Short Session.

Senator Purcell said the commission discussed briefly the fact that the tax credit for long-term
care insurance expired at the end of 2003. In response, Representative Nye moved to submit
proposed legislation for consideration during the 2004 Session of the General Assembly that
would continue the tax credit for long-term care insurance, which expired at the end of 2003.
Representative Howard seconded the motion. The motion passed and staff was directed to
prepare legislation and include this recommendation in the interim report to the 2004 Session of
the 2003 General Assembly.

April 12, 2003

The Blue Ribbon Commission on Medicaid Reform met on Monday, April 12, 2004, at 1:00 p.m.
in Room 544 of the Legislative Office Building. Members discussed and approved the
commission’s Interim Report to the 2004 Session of the 2003 General Assembly and heard a
report from the National Conference of State Legislatures on Best Practices and Innovations in
Medicaid Programs.



COMMISSION RECOMMENDATIONS

The Blue Ribbon Commission on Medicaid Reform makes the recommendation outlined below.
The recommendation is followed by background information, and the legislative proposal
appears in Appendix H of this report.

Recommendation

The Commission recommends that the tax credit for long-term care insurance be made
permanent. In order to reduce the error rate, the Commission also recommends that the
Department of Revenue can require that taxpayers claiming the credit must list the
insurance company and policy number of the long-term care insurance policy.

Background
North Carolina G.S. 105-151.28 contains the tax credit for long-term care insurance that became

effective for tax years beginning on or after January 1, 1999, and expiring for tax years
beginning on or after January 1, 2004. According to the Department of Revenue, "the credit is
allowed for premiums paid on qualifying long-term care insurance contracts that provide
insurance coverage for a taxpayer or a taxpayer’s spouse or dependent. The credit is 15% of the
premiums paid, not to exceed $350 for each qualified long-term care insurance contract for
which a credit is claimed. A long-term care insurance contract is defined in section 7702B of the
Internal Revenue Code as any insurance contract under which the only insurance protection
provided is for coverage of qualified long-term care services. Qualified long-term care services
are those services required by a chronically ill individual and provided under a plan of care
prescribed by a licensed health care practitioner."

The Department of Revenue has encountered serious taxpayer problems with the long-term care
insurance tax credit. Audited tax returns in 2001 showed a 91% error rate for credit. The most
common taxpayer error were 1) claiming the credit for regular insurance premiums, 2) claiming
the total amount of premiums paid as a credit instead of the $350 limit, and 3) claiming the credit
and also claiming the long-term care premium as a medical expense.

The Department of Revenue reports a 40% error rate in audited returns in tax year 2003. The
Department of Revenue's Personal Taxes Division credits the reduction in long-term credit errors
to the following factors:

1. Tax preparers making errors were contacted.

2. Instructions in the D-400 tax return booklet were improved.

3. Verbiage in the software developers' tax packages was improved.

4. Taxpayers whose credit was disallowed did not make the same mistake.

The high error rate is surprising given that the instructions in Form D-400 TC state "A tax credit
is allowed for the qualifying premiums you paid during the taxable year on a qualified long term
care insurance contract(s)... Medical insurance premiums that you pay for general health
care, hospitalization, or disability insurance do not qualify as premiums paid for a long



term care insurance contract." The tax form tells you to read the instructions and complete
the worksheet to determine the amount of credit owed.

Continuing the credit will require the removal of the credit sunset and an adjustment in future
General Fund budgets for an annual revenue loss of approximately $6 million. More importantly,
continuing the credit will require the reduction of taxpayer error and fraud. North Carolina can
follow the practice of Minnesota and require the taxpayer to list the insurance company and
policy number of the long-term care policy for which a tax credit is claimed. The Department of
Revenue can work with the Department of Insurance to get the list of companies providing long-
term care policies in the state and a computer listing of policy holders to match against the tax
credit claims.

The Department of Health and Human Services, Division of Aging produced a report entitled,
Increasing Personal Responsibility for Long Term Care through Private Long Term Care
Insurance. The Division of Aging asserts that individuals purchase long-term care insurance for
a variety of reasons including: to avoid spending assets for long-term care, to make sure there are
choices regarding the type of care received, to protect family members from having to pay for
care, or to decrease the chances of going on Medicaid. The conclusion of the report by the
Division of Aging states that, "North Carolina State government has a responsibility to take
immediate, sustained and visible action to help North Carolina's baby boomers and younger
adults to position themselves to pay privately to meet their long-term care needs to the greatest
extent possible. Given the impact aging baby boomers could have on increased demand for
publicly funded long-term care services, such an effort is necessary to preserve the future
economic security of the state by reducing reliance on publicly funded long-term care services
particularly Medicaid. Long-term care insurance holds the greatest promise for positioning a
larger segment of the state (and nation's) population to pay privately for future long-term care
needs."

The Blue Ribbon Commission on Medicaid Reform agrees with the Division's report which
states that, "in addition to the public benefit of having a much larger segment of the adult
population positioned to pay privately for long-term care in terms of the state's economic health,
consumers and families benefit from the ability to pay privately through increased choice and
flexibility in terms of the range of services and settings of care available." Therefore, the Blue
Ribbon Commission on Medicaid Reform recommends that the tax credit for long-term care
insurance be made permanent, and to insure taxpayer error is reduced, and establishes the
legislative intent that the Department of Revenue can require a taxpayer claiming the credit to
list the insurance company and policy number for the policy for which a credit is claimed.



APPENDICES



APPENDIX A



Legislative Authority
for the
Blue Ribbon Commission on Medicaid Reform

BLUE RIBBON COMMISSION ON MEDICAID REFORM

SECTION 6.14A (a) There is established the North Carolina Blue Ribbon
Commission on Medicaid Reform (Commission). The Commission shall examine
the State's Medicaid program and make comprehensive recommendations for
fundamental reform. The Commission shall consider:

(1) Methods to responsibly restrain the growth in Medicaid spending.

(2) Best practices in both the public and private sectors in managing and

administering health care.

(3) Options for maximizing existing resources while controlling Medicaid

program costs.

(4) Current array of services available within the State Medicaid program

to determine the appropriateness of the type, frequency, and duration

of those services.

(5) Opportunities for long-term, systemic change in the Medicaid program

through the use of federal waivers and other management tools.

(6) How to minimize the State and county share of Medicaid costs and

maximize federal participation in Medicaid programs.

(7) The role of Medicaid in the State's economy.

(8) Any other matter relating to reform of the State Medicaid program.
SECTION 6.14A (b) The Commission shall consist of 12 members appointed as
follows:

(1) Six members appointed by the Speaker of the House of

Representatives, including one member who shall be designated as

House Cochair. No more than three may be legislators.

(2) Six members appointed by the President Pro Tempore of the Senate,

Including one member who shall be designated as Senate Cochair. No more

than three may be legislators.

The appointing officer shall fill vacancies. The Commission shall meet at the call
of the Cochairs. Members of the Commission shall receive per diem, subsistence,
and travel expenses as provided in G.S. 120-3.1, 138-5, or 138-6, as appropriate.
The Commission may contract for consultant services as provided in G.S. 120-
32.02. Upon approval of the Legislative Services Commission, the Legislative
Services Officer shall assign professional staff to assist the Commission in its
work. Clerical staff shall be furnished to the Commission through the offices of
the House of Representatives and Senate Directors of Legislative Assistants. The
Commission may meet in the Legislative Building or the Legislative Office
Building. The Commission may exercise all of the powers provided under G.S.



120-19 through G.S. 120-19.4 while in the discharge of its official duties. The
funds appropriated by this act to the Reserve for the Blue Ribbon Commission on
Medicaid Reform shall be transferred to the Department of Health and Human
Services in order to draw down federal match funds to be used to cover the cost of
the Commission's work.

SECTION 6.14A.(c) By April 1, 2004, the Commission shall make an interim
report to the 2003 General Assembly. The Commission shall make its final report
to the 2005 General Assembly by February 1, 2005, and shall expire upon
submitting that report.



APPENDIX B



DEPARTMENT OF HEALTH & HUMAN SERVICES

MEDICAID PROGRAM
OVERVIEW

FISCAL RESEARCH DIVISION
March 2004



Medicaid Program Overview
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Purpose of Medicaid
Impact of Medicaid

5 On the State Economy
5 On State Government
5 On the State Budget

5 On Local Government

Medicaid Services
Medicaid Recipients
Policy Changes Since 1990
Cost Containment Efforts




Medicaid Program
THREE PROGRAMS IN ONE

) HEALTH INSURANCE

) LONG TERM CARE FOR THE
ELDERLY

) SERVICES FOR PEOPLE WITH
DISABILITIES

Fiscal Research Division 2/03



Medicaid Program
MEDICAID VS. MEDICARE

Medicaid 1s health care for certain groups of poor persons,
including single parent families, persons over age 65 and
the disabled. Coverage 1s based on a person falling into one
of the target groups and passing income and resources tests.
Medicaid 1s administered by states and counties and
financed with federal, state and county funds.

Medicare 1s health care for persons over age 65 and for the
disabled who receive Social Security payments. Medicare
1s administered by the Centers for Medicare & Medicaid
Services and financed by employer/employee contributions
to the Social Security Trust Fund.

Fiscal Researc h Division 2/03



Medicaid Program
ENTITLEMENT STATUS

Medicaid 1s a federal entitlement program. Entitlement means
that any individual who 1s found eligible for Medicaid has a
legal right to receive services under the Medicaid Program and
cannot be denied coverage.

Implications for State Government
2 All eligible persons who apply for Medicaid must be served.

2 The medical bills for Medicaid eligibles must be paid.

2 1If the appropriations for the Medicaid Program are
inadequate, eligible persons must be served even if the funding
must come from other areas of State government.



IMPACT OF MEDICAID

2 On the State Economy
2 On State Government

2 On the State Budget
2 On Local Government



Medicaid Program
ROLE IN STATE ECONOMY

Billions
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Medicaid Program  Tobacco Industry Textile Manufacturing

NOTE: Tobacco Industry includes the value of the 2002 crop and the estimated 2002 salaries and wages for tobacco manufacturing.
Textile Manufacturing includes the estimated salaries and wages for the industry for 2002.

Fiscal Research Division 2/03 5



Medicaid Program
OTHER COMPARISONS

) The SFY 2002 Medicaid Program expenditures
are equal to the estimated total income of the
citizens of Cumberland County for 2000.

) Assuming an average private sector salary of
$31,621 for 2002, SFY 2002 Medicaid
expenditures would pay the salary of 232,950
employees in the private sector.



Medicaid Program
N. C. MEDICAID SNAPSHOTS

) Covered 1.45 Million state residents in SFY 2003 --
17% of N.C.'s population

) Covered over 826,000 children during SFY 2003 -
57.1% of Medicaid eligibles

) Covers 45% of the babies born each year

) 29.3% of recipients consume 69.6% of resources --
includes aged, blind, and disabled



Medicaid Program
N. C. MEDICAID SNAPSHOTS

Inpatient care consumes 42.6% of expenditures for
services -- 1ncludes hospitals, nursing homes,
residential high risk intervention services and mental
retardation centers.

Expenditures for drugs were $1.2 Billion in SFY 2003.

66.5% of the state's 40,000 nursing home beds are
funded through Medicaid.

14% of N. C. hospital charges are paid by Medicaid --
49% are paid by Medicare.

Fiscal Research Division 3/04 8



Medicaid Program
IMPACT ON STATE AND LOCAL AGENCIES

) The Medicaid Program supplies significant support to
State and Local agencies that provide medical services to
Medicaid recipients -- 12% of Medicaid expenditures
support State and Local agencies.

) The following State and Local Agencies receive
reimbursement from Medicaid: Mental Retardation
Centers, State Psychiatric Hospitals, Special Care Center,
UNC Hospitals, Area Mental Health Agencies, Alcohol
and Drug Treatment Centers, Public Health Departments,
Social Services Departments, County Owned Home
Health Agencies, County Owned Ambulance Services
and Local Education Agencies.

Fiscal Researc h Division 2/03
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Medicaid Program
HISTORY OF TOTAL EXPENDITURES

STATE FISCAL YEAR EXPErlrlEI)]r)rIéFIIJJRES
1979-80 $410,053,625
1989-90 $1,427,672,567
1999-00 $5,789,133,085
2002-03 $7,439,757,929

10



40
35
30
25
20
15
10

Medicaid Program
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State Fiscal Year
2  During the past twenty years, the rate of growth for Medicaid expenditures

has varied considerably - ranging from 0% to 35%.

2  Higher rates of growth have occurred during years of economic distress or
when major Medicaid expansions have been authorized.

2 Lower rates of growth have occurred during years when the Medicaid
population has been stable or declining.

Fiscal Research Division 3/04
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Medicaid Program
FEDERAL FINANCIAL PARTICIPATION

Medical Benetits Other Matching Rates
Federal Family Planning
62.56%

Federal 90%
State 8.5%
County 1.5%

Administration - Skilled Medical Personnel

County & MMIS
0

5.62% Federal 75%

NonFederal 25%
State Administration - All Other
31.82%
Federal 50%
NonFederal 50%
SFY 2003

Fiscal Research Division 3/04
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Medicaid Program
HHS SHARE OF GENERAL FUND APPROPRIATIONS
SFY 2003

Health & Human Service 25%
$3.60 Billion

Total Appropriations
$14.35 Billion

Education 58%
$&8.33 Billion

All Other 17%
$2.42 Billion

Source: NC General Fund Operating Appropriations SFY 2003

Fiscal Researc h Division 2/03 1 3



Medicaid Program
GENERAL FUND APPROPRIATIONS BY MAJOR PROGRAM AREA
SFY 2003

Public Education
41.0%

University System
12.3%

Corrections\ —
6.1 % BiEes

Community Colleges

Medicaid
15.3% —— 4.7%
All Other Agencies
20.6%

Source: NC General Fund Operating Appropriations SFY 2003

Fiscal Researc h Division 2/03 1 4



Medicaid Program

MEDICAID'S SHARE OF HHS GENERAL FUND
APPROPRIATIONS FOR SFY 2003

Medicaid Program 60.8%
$2.19 Billion

Total HHS Appropriation
$3.6 Billion

7]

Other HHS Programs 39.2%
Source: NC General Fund Operating Appropriations SFY 2003 $1 .41 Billion

Fiscal Research Division 2/03 1 5



Medicaid Program
HISTORY OF STATE APPROPRIATIONS

Millions
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2 10 years ago, Medicaid was 8.2% of the General Fund operating
budget; today it 1s 15.3%.

2 A 1% increase in the Medicaid Budget equals an $22 Million
increase in General Fund requirements.
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Medicaid Program
MEDICAID GROWTH VS. GENERAL FUND REVENUE GROWTH

Millions
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If Medicaid expenditures increase 10% annually, growth 1n
General Fund expenditures for Medicaid will consume 34% of
new General Fund revenues by SFY 2010.
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Medicaid Program

MEDICAID GROWTH VS. GENERAL FUND REVENUE

Millions GROWTH
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If Medicaid expenditures increase 12% annually, growth 1n
General Fund expenditures for Medicaid will consume over 44%
of new General Fund revenues by SFY 2010.
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Medicaid Program
IMPACT ON COUNTIES

) State law requires counties to pay 15% of the
nonfederal share of Medicaid Services and 100% of the
nonfederal share for County Medicaid Administration.

) For SFY 2004, counties are projected to pay $361.5
million for Medicaid Services or 5% of the
expenditures for Medicaid Services.

) For SFY 2004, counties are also projected to pay $63
million for County Medicaid Administration or 50% of
the expenditures for County Medicaid Administration.
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Medicaid Program
COUNTY PARTICIPATION IN OTHER STATES

Nineteen states require county financial participation for
paying the administrative and/or service cost of their
Medicaid Programs.

2 Three states require county financial participation for paying for
the cost of Medicaid administration: Colorado, Indiana, and
Wisconsin.

2 Four states require county financial participation for paying for
the cost of Medicaid services: Arizona, Florida, Iowa, and
Michigan.

2 Eleven states require county financial participation for paying
for the cost of Medicaid administration and services: Nevada,
New Hampshire, New Jersey, New Mexico, New York, North
Carolina, North Dakota, Ohio, Pennsylvania, South Carolina,
Virginia, and Washington.

Fiscal Research Division 2/03 2 O
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Medicaid Program
Mandatory Services and Eligibles

Under federal law, all states operating a
Medicaid Program are required to provide
certain services and serve specific
categories of eligibles. The services and
eligibles are mandatory and must be
included in order to receive federal
reimbursement.
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Medicaid Program
Mandatory Services

Health Check Services
(ESPDT)

Family Planning Services

Federally Qualified Health
Centers

Hearing Aids (children)

Home Health Services
(includes Durable Medical
Equipment)

Inpatient Hospital Services
Outpatient Hospital Services

Physicians

Laboratory & X-Ray
Services

Nurse Midwives
Nurse Practitioners
Nursing Facilities
Prenatal Care

Rural Health Clinics
Specialty Hospitals
Transportation
Vaccines for Children
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Medicaid Program
Optional Services and Eligibles

) Current federal law also will provide federal
reimbursement for other services and eligibles that
are discretionary, but are allowed under federal law.
Each state 1s allowed to choose which optional
services 1t wants to provide and optional categories
of eligibles 1t wants to serve.

) The North Carolina Medicaid Program covers 28 of
the 34 optional Medicaid services.



Medicaid Program

Optional Services

Ambulance Transportation
Case Management Services
Chiropractors

Clinic Services

Community Alternatives Programs
(CAP)

Dental Care Services (Dentures)

Diagnostic, Screening, Preventative
Services

Emergency Hospital Services
Eyeglasses
Hospice

Intermediate Care Facilities for the
Mentally Retarded (ICF-MR)

Fiscal Research Division 2/03

Mental Hospitals (Age 65 and
over)

Impatient Psychiatric Care (Under
age 21)

Occupational, Physical, and Speech
Therapies

Optometrists

Personal Care Services
Podiatrists

Prescription Drugs

Prosthetics (children)

Private Duty Nursing Services
Rehab. Services (Mental Health)

24



Medicaid Program
EXPENDITURES FOR SERVICES

) Total expenditures for services and
premiums was $6.6 Billion for SFY 2003.

) 96.4% of expenditures for services paid for
direct medical services while the remaining
3.6% paid for Medicare and HMO

premiumes.

25
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Medicaid Program
EXPENDITURES FOR SERVICES

Hospital
22.0%

S T T Adult Care Home 5.6%
ICF/MR 18.5%

Drugs . e
18.3% Long Term Care "Nursing Facilities 39.2%
33.5%
Personal Care 8.5%
Il Home Health 7.1%
Other HICAP 21.1%
6.4% S T i
Physicians Premiums
8.7% 3.6% SFY 2003
Clinics
7.6% Changes Since SFY 1995

2  Long-Term Care expenditures continue to decline - 40.4% to 33.5%.
2 In-Home Services are an increasing share of Long-Term Care expenditures - 18.5% to 36.7%
2  Hospital expenditures have also declined - 26.9% to 22%.

2  Drug expenditures have doubled - 8.2% to 18.3%
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Medicaid Program
EXPENDITURES AND RECIPIENTS

Percent
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Medicaid Program
EXPENDITURES AND RECIPIENTS

SFY 2003
. ey eqe Annual
lél:lgzbﬁ;ty ll\igi?b;;;): Expenditures Cost Per
sOry P Recipient
Elderly 202,377 | $1,807,717,487 $8,932
Aged 162,015 | $1,780,878,696 $10,992
Medicare-Aid 40,362 $26,838,791 $665
Disabled 232,166 | $2,779,255,514 $11,971
Families & 1,003,271 | $1,973,688,840 $1,967
Children

NOTE: The Aged and Medicare-Aid categories are subsets of the Elderly category.
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Medicaid Program
GROWTH IN ELIGIBLES AND EXPENDITURES

Thousands
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Medicaid Program
HISTORY OF ANNUAL ELIGIBLES

Thousands
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-+ Annual Eligibles

Growth in the number of annual eligibles began to plateau in SFY 1996 as
welfare caseloads began to significantly decline and actually decreased in SFY
1999. The number of annual eligibles grew 11% in SFY 2001 because the
decline in welfare caseloads slowed and other eligibility groups continued to
grow. Growth in SFY 2002 slowed to 2.6%, but it increased to 4.1% in SFY

2003.
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Medicaid Program
NEW GROUPS SINCE 1987

Disabled 16.0%

— T I Pregnant Women 8.8%
—Medicare Aid 7.1% °

New Groups 40.1%

Families and Children 33.4% -Children 81.6%

N\
N\
N

- — = Aljens/Refugees 2.5%
Aged 65+ 10.5%

SFY 2003

When Medicaid began, the program focused on providing
medical care for the disabled, aged, and families receiving
welfare. Since 1987, Medicaid eligibility has been expanded to
cover children, pregnant women, qualified Medicare
beneficiaries, and aliens/refugees.
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Medicaid Program
MEDICAID ELIGIBLES

SFY 1994 SFY 2000
AFDC 54.9%

Children 34.8%

e Aliens/Refugees 0.8%

0
‘HHHHHHH ‘ Aliens/Refugees 0.2% AFDC 27.0%
ul HHHHHW Medicare Aid 2.7%

Pregnant Women 4.4%

y Pregnant Women 5.0%
Medicare Aid 7.9%

Aged 65+ 8.1%
Disabled 8.7%

Children 15.7% Aged 65+ 12.6%

Disabled 17.0%

SFY 2003

Aliens/Refugees
1.0% AFDC

33.1%

Disabled

15.9%
T : Medicare Aid
Aged 65+ \': I 2.8%
10.5% X
Pregnant Women
3.5% Children
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Medicaid Program
CHANGING MEDICAID ELIGIBLES

In SFY 1994, the welfare caseload reached 581,000 people and
welfare recipients were the largest group of eligibles.

In SFY 2000, welfare reform reduced the welfare caseload to 330,000
people and children became the largest group of eligibles.

In SFY 2003, welfare recipients are again the largest group of
eligibles due to the poor economy and the expansion of Transitional
Medicaid.

In SFY 2000, the 1998 expansion of Medicaid to aged, blind, and
disabled persons with incomes up to a 100% of the federal poverty

level doubled the number of aged, blind and disabled eligibles.

In SFY 2003, the number of aged, blind, and disabled eligibles has
stabilized and in the case of the aged declined slightly.
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BY GENDER

Female
61.0%

Male
39.0%

Fiscal Research Division 3/04

Medicaid Program

RECIPIENT INFORMATION
BY AGE BY RACE
21-64
32.0% African American 40.0%

Over 65
13.0%

Caucasian 44.0%

Under 21
55.0%

SFY 2003

Other 7.0%
Hispanic 7.3%

American Indian 1.7%
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Medicaid Program
MANDATORY ELIGIBILITY GROUPS

) Low Income Families and Children (Based on the AFDC State
Plan as of July 16, 1996)
) Aged, Blind, and Disabled SSI Recipients
) Infants born to Medicaid eligible women (to 185% of FPL)
) Children under age 6 (to 133% of FPL)
) Pregnant Women (to 150% of FPL)
) All Children born after 9/30/83 (to 100% of FPL)
) Recipients of Adoption Assistance and Foster Care
) Certain Medicare Recipients
4 Dual Eligibles
4 Qualified Medicare Beneficiaries

4 Specified Low-Income Medicare beneficiaries
4 Qualified Disabled and Working Individuals

Note: FPL is the Federal Poverty Level
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Medicaid Program
OPTIONAL ELIGIBILITY GROUPS

Pregnant Women (150% to 185% of FPL)

Children age 18, 19, and 20 meeting AFDC income standards
Special Needs Adoptive Children

Recipients of State/County Special Assistance

Recipients of State Assistance to the Blind

Persons receiving care under home and community-based waivers
Aged, Blind, and Disabled persons presumed eligible for but not
recerving SSI

Aged, Blind, and Disabled persons with non-SSI income (to 100%
of the FPL)

Medically Needy Persons

Women with Breast and Cervical Cancer (to 185% of FPL)

Note: FPL is the Federal Poverty Level

36
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Medicaid Program

PROGRAM CHANGES SINCE 1990
Eligibility Expansions
) Mandated

2 Increase children ages 11 to 19 coverage to 100% of FPL - Effective 7/1/94
2 Increase children ages 1 to 6 coverage to 133% of FPL - Effective 10/1/90

) Optional

2 Increase pregnant women and infant coverage to 150% of FPL - Effective 1/1/90

2 Increase pregnant women and infant coverage to 185% of FPL - Effective 10/1/90

2 Add adoptive children with special rehabilitative needs - Effective 10/1/94

2 Automatic coverage of SSI eligible aged, blind and disabled persons - Effective 1/1/95

2 Add non-SSI eligible aged, blind, and disabled persons to 100% of FPL - Effective
1/1/99

2 Increase transitional TANF coverage from 12 to 24 months - Effective 10/1/99

2 Add women with breast and cervical cancer coverage to 185% of FPL -Effective 10/1/01

Note: FPL is the Federal Poverty Level
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Medicaid Program
PROGRAM CHANGES SINCE 1990

Managed Care Initiatives
2 Carolina ACCESS began implementation - Effective 4//91

2 Carolina Alternatives was implemented - Effective 1/94

2 Health Care Connections was implemented in Meclenburg County -Effective 6/96
2 ACCESS II and ACCESS III demonstration was implemented - Effective 7/98

2 Carolina ACCESS implemented statewide - Effective 12/98

2 Carolina Alternatives terminated - Effective 6/99

2 Health Care Connections terminated and replaced with Carolina ACCESS II - Effective
10/01

2 Carolina ACCESS II and III demonstration expansion began and is ongoing - Effective
11/02
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Medicaid Program
PROGRAM CHANGES SINCE 1990

Federal Revenue Maximization Efforts

Intermediate Care Facilities for the Mentally Retarded
Thomas S program (lawsuit)

Willie M program (lawsuit)

Adult Care Home Personal Care Services

DSH Payments

Health Departments & Area Mental Health Programs

Health Related Services In Schools



Medicaid Program
COST CONTAINMENT EFFORTS 2001 - 2004

) Prescription Drugs
2 Prior Authorization Program for high cost drugs
2 State "Maximum Allowable Cost" Drug List
2 Limit most drugs to a 34-day supply
2 Increase use of generic drugs
2 Voluntary Preferred Drug List
2 Increase copayments for brand name drugs ($1 to $3)
2 Reduce dispensing fees for brand name drugs ($5.60 to $4.00)
2 Reguire pharmacists to coordinate pharmacy benefits

) Provider Rates

2 Reduce Physician rates from 100% of Medicare rates to 95%.

2 Eliminate inflationary increases for SFY 2003 and SFY 2004

2 Reduce rates by 5% for the following providers: private duty nursing, home
infusion therapy, home health supplies, durable medical equipment, optical
service, ambulatory surgical centers, and high risk intervention

2 Reduce hospital payments by .5 %

2 Limit Medicare crossover claims to Medicaid rates

2 Apply Medicaid medical policy to Medicare crossover claims

Fiscal Research Division 3/04 4 O



Medicaid Program
COST CONTAINMENT EFFORTS 2001 - 2004

) Recipients

2 Apply federal transfer of asset policies to real property excluded as "income
producing" under Title XIX.

2 Apply transfer of asset policies to persons receiving personal care services
while residing in their homes

2 Adopt the SSI method for considering equity value in income-producing
property for aged, blind and disabled persons

2 Modify policy for determining eligibility for pregnant women coverage for
minors by counting parental income

2 Eliminate twelve month State Transitional Medicaid Coverage for families
who are working and no longer receiving welfare payments.

) Managed Care
2 Expand Carolina ACCESS II/IIT activities including reducing hospital
admissions, reducing ER visits, using best prescribing practices, increasing
generic prescribing, implementing polypharmacy review, reducing therapy
visits, and better management of high risk/high cost patients.
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Medicaid Program
COST CONTAINMENT EFFORTS 2001 - 2004

) Services

2Reduce monthly limit for Personal Care Services from
80 hours to 60 hours for most recipients

2L1mit Personal Care Services to 3.5 hours per day

2Eliminate optional circumcision procedures except in
cases of medical necessity

2Reduce case management services for adults and
children by reducing rates, streamlining services, and
eliminating duplicated services

) Federal Fiscal Relief

2Receipt of enhanced federal reimbursement allowed NC
to reduce State appropriations to the Medicaid Program
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Summary of New Positions for DMA

O N kWb

9.

10.
11
12.
13.
14,
15.
16.
17.
18.
19.
20.

04-Jan

Position Title
Pharmacy Manager II
DMA Nurse I
Optician

DMA Nurse I

DMA Nurse I

Medicaid Program Services Chief

Dentist II
Physician Director ITI

|

Medicaid Program Services Chief
Information & Communication Spec

DMA Nurse II I
DMA Nurse I

DMA Nurse Supervisor
DMA Nurse I

Office Assistant V “
DMA Nurse II |
DMA Nurse II

PH Epidemioligist
DMA Nurse II
Dental Hygentist IT

Non-Cost Containment Dollar Positions
. Position Title

Nk W=

Accountant ITI |l
Accountant II

Applications Analyst Program I
Accountant I ‘

Business Officer IIT |
Administrative Officer III
Administrative Assistant II

- Pay Grade

82T
74T
70
74T
74T
74T
85
NG
74T
68
74T
72T
74T
72T
61
74T
74T
73T
74T
70

Pay Grade
77

75
76
77
77
72
65

Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs
Clinical Affairs

Finance
Finance
Budget
Budget
Budget
Budget
Director's Office




Program Integrity (13 34)

03-September
Position Title

Processing Assistant IV
DMA Nurse I
DMA Nurse I
DMA Nurse I
DMA Nurse I
DMA Nurse I
Program Integrity Investigator
Program Integrity Investigator
Program Integrity Investigator
Processing Assistant V

11.  Processing Assistant V

12.  'DMA Nurse I ‘

13. DMANursel g

% Pharmacist L

WP W~

—
o

Pay Grade

59
72T
72T
72T
72T
72T
68
68
68
61
61
72T
72T
77T

Provider Medical Review
Provider Medical Review
Provider Medical Review
Provider Medical Review
Provider Medical Review
Provider Medical Review
Provider Admin. Review
Provider Admin. Review
Provider Admin. Review
Provider Admin. Review
Provider Admin. Review
Home Care Review
Home Care Review
Pharmacy Review



ALTADHLNI WVIDOUd



MEDICAID PAYMENT ACCURACY MEASUREMENT BY PROGRAM
INTEGRITY STAFF

1. State Auditor Sample: Program Integrity assists the Office of State Auditor in
determining the accuracy rate for claims billed by providers to Medicaid by reviewing
the medical records of the sampled claims. The State Auditor selects claims using a
stratified sample for a 12-month state fiscal year of paid claims. (The current and
historical rates are below.)

# Of Claims in | Error Rate per |- Confidence Sampling

Sample QOSA Level Precision
1995-96 283 0.50% 95% -0.04
1996-97 282 2.20% 95% -0.04
1997-98 279 1.10% 95% -0.04
1998-99 274 2.20% 95% -0.04
1999-00 300 1.50% 95% -0.04
2000-01 300 0.80% 95% -0.04
2001-02 270 2.80% 95% -0.04
2002-03 272 1.80% 95% -0.04

2. Medicaid Payment Accuracy Measurement (PAM) Demonstration Project: HR
4878, The Improper Payments Act of 2002 requires payment accuracy measurement
for claims paid with federal dollars. CMS expects to issue Payment Error Rate
Measurement (PERM) regulations in late 2004 with a mandate for states to comply in
2005.

For the past 3 years, DMA Program Integrity has participated in a Medicaid Payment
Accuracy Measurement (PAM) demonstration project with the Center for Medicaid
Services (CMS). The goal of the project is to help CMS determine the feasibility of
estimating Medicaid claim payment accuracy for the Medicaid program at a state and
national level. NC was chosen because of its long history of payment accuracy
measurement activities, which was uncommon in other states.

This project consists of a review of a stratified sample of Medicaid claims for a
quarter. Program Integrity staff request medical records for the services billed to
Medicaid and review to determine if the services were appropriately billed by the
provider and paid correctly by Medicaid fiscal agent.



PAYMENT INTEGRITY ACCOMPLISHMENTS IN MEDICAID

NC Medicaid saved $1,329,538,709 through collections and cost avoidance in SFY 2003.

DMA Program Integrity (PI), the Attorney General’s Medicaid Investigation Unit, and

the 100 county departments of social services worked together to achieve these savings.

This was accomplished through a variety of efforts such as: PI reviews of provider

billings and medical records, coordination with insurers and payers where Medicaid was

not the primary payer, through estate recovery, and through legal and civil actions
cooperatively with law enforcement.

e $47 million in direct recoveries from casualty, medical insurance and estate
recovery activities was collected by Program Integrity's Third Party Recovery Section
obtained. TPR also collects when insurance was unreported, authorized retroactively,
or the claim was billed with incorrect information.

e $1,026,280,066 in Medicaid payments was cost avoided by having Medicare pay

first. This is accomplished through pre-payment edits in the MMIS and updating the
third party liability Medicare information

e $214,975,840 in Medicaid payments was cost avoided by identifying private health
insurance polices that should pay before Medicaid. This is accomplished through pre-
payment edits in the MMIS and continuously updating of insurance information

e $11,268,920 was recovered in overpayments by Program Integrity’s four
investigative unit efforts.

o $14,000,000 in fines, penalties, and interest was collected by the Attorney
General’s Medicaid Investigations Unit (MIU) when they concluded criminal and
civil cases. The MIU gets 80% of their cases from PI investigations and use PI nurses
as consultants. Money from the fines went to the State's School Fund as required by
the NC Constitution. The MIU also had 31 convictions.

e $1,683,701 was recovered by recipient fraud investigators in the 100 county
departments of social services. The State helped county investigators collect $106,801
by intercepting North Carolina income tax refund checks from delinquent debtors.

e $14,330,182 through audits of nursing home and ICF/MR facilities by DMA
Financial Operations staff.

e The Medicaid program, thanks to the work by the 100 county departments of social
services, has a 99.3% accuracy rate in Medicaid eligibility determinations. Program
Integrity’s Medicaid Eligibility Quality Assurance Unit reviews a statewide sample of
all Medicaid cases and provides feedback for corrective action to the county agencies.

e The Medicaid program has a 98.2% payment accuracy rate for the payment of
Medicaid claims as determined by the Office of State Auditor. (See chart.)



NORTH CAROLINA IS ONE OF SIX PILOT STATES SELECTED FOR A
SPECIAL FRAUD DETECTION PROJECT

THE MEDICAID/MEDICARE (MEDI-MEDI) FRAUD PROJECT:

In 2003, NC DMA was selected as one of six pilot states in a national project, funded by
the FBI, to combine our state’s Medicare and Medicaid claims into one central data
warehouse -- and then data mine that information to detect fraud and abuse. “NC was
chosen because of its high level of automation and experience dealing with data mining
and fraud.” (Statement by Paul Miner, CMS, Program Integrity).

North Carolina was one of the first states to have its Computer Matching Agreement
(CMA) approved by CMS and transfer its Medicaid data to the central data warehouse.

Data matching is currently underway. Actual sharing and investigation of the findings is
expected to start in late April 2004.

Combining claims and eligibility data from Medicare and Medicaid will provide a more
complete picture of beneficiary care and provider practices than can be gained by
analyzing data from one program in isolation. Such access will enable CMS and DMA to
apply tools and technology to look for a wide range of potential fraud and abuse that can
best, or only, be found by combining the data from the utilization of benefits across both
programs.,

This type of analysis will enhance the ability to identify providers “flying below the
radar” because their actions in one program do not arouse suspicion, however an
aberration will manifest upon analyzing data culled from more than one program.
Medicare and the Medicaid programs will benefit from this data matching with the
identification, research, development, and referral of fraud and abuse cases to law
enforcement for action and recovery of Medicare and Medicaid funds.

The Medi-Medi program is expected to reveal evidence of over-utilization of services or
over-billing. Utilizing fraud detection software, the information will then be used to
identify patterns of aberrant practices requiring further investigation. We expect to find
the following types of aberrant practices that may constitute fraud and abuse by
practitioners, providers, and suppliers:

* billing for provisions of more than 24 hours of services in one day,

* providing treatment and services in ways more statistically 31grnﬁcant than similar
practitioner groups, and -

up-coding and billing for services more expensive than those actually performed.

CMS reports that the initial California pilot proj ect yielded a $20 to $1 return on
investment. Most of the investment in this project will be made by CMS. North
Carolina’s investment will be in staff time used for investigation.



ABOUT THE DMA PROGRAM INTEGRITY SECTION

PROGRAM INTEGRITY OVERVIEW

Program Integrity has four investigative units that use fraud and abuse
detection, utilization review and other data mining software to detect
overpayments. Fraud cases are sent to the Attorney General's Medicaid
Investigation Unit (MIU). The PI nurses are then consultants who support
the MIU’s medical review and case development. Pl investigative staff
primarily recovers administrative overpayments by providers who bill
Medicaid incorrectly or lack documentation to support their billings. They
helped to recover $11,268,920 in SFY 2003.

Program Integrity has a payment accuracy measurement unit that
determines the accuracy (or error) rate for claims submitted to Medicaid
for payment. The majority of the error is due to providers failing to submit
or have documentation for the services they billed to Medicaid. This unit
also coordinates the fraud and abuse detection system with the 4
investigative units above.

Program Integrity’s Third Party Recovery section identifies unreported
insurance coverage and obtains money from those sources. It works with
attorneys on liability cases to get reimbursed in those settlements. It also
complies with the NC Estate Recovery law to obtain reimbursement from
deceased recipients. Program Integrity's Third Party Recovery Section
cost avoided Medicaid payments of $1,026,280,066 for Medicare claims
and $214,975,840 for private health insurance. The unit also obtained
$47 million in direct recoveries from casualty, medical insurance and
estate recovery activities.

Program Integrity's Quality Assurance section determines the accuracy
(error) rate of recipients determined to be eligible by county departments
of social services. They are also involved with corrective action for the
problems found. This unit also has staff that trains, develops policy and
coordinates with the 100 counties for their recipient fraud program
investigations.




FRAUD AND ABUSE DETECTION SYSTEMS

In 1999, the DMA Program Integrity Unit was one of the first few states to implement.a
fraud and abuse detection software system. DMA PI added fraud and abuse detection
(FADS) software: The FADS consists of several proprietary software applications
running off four years of claims data in Medicaid’s data warehouse (DRIVE).

1. HealthSPOTLIGHT™ - is a fraud and abuse detection and reporting system with a
browser-based user interface tool. It was made operational in March 2000.
SPOTLIGHT’s web browser-based tool allows DMA and Attorney General staff real
time access to:

o 231,495,125 claims,
o 80,979 enrolled providers, and
o 2,187,045 recipients who have had Medicaid eligibility at some time.

The investigators access this data to investigate cases, organize the data, drill-to-detail

levels of information, and then export that data to spreadsheets. SPOTLIGHT™
currently has:

o 31 specific fraud filters are algorithms that identify aberrant billing behavior.
Examples: Excessive recipients per workday. Controlled drugs without an
associated physician/dentist visit. Excessive hours billed per day

© 7 modeling techniques compare specific types of provider billings to their peers.
Examples. A spike detection model looks for suspicious surges in billings.
Another model uses neural or learning technology to profile providers based on
data driven peer groupings.

2. OMNIALERT™ - is a utilization review system made operational in March 2001.
The software creates peer-to-peer comparisons of provider billings to identify
providers billing in patterns that are excessive and unlike their peers. Providers with
aberrant billings “except” out for billing above the norms for any service. These are
then examined to determine if the billings are normal or improper.

3. DRIVE - DATA WAREHOUSE - the third part of the PI Fraud and Abuse
Detection System is the Drive system. Using SAS data mining software, PI
investigators are able to identify claims and conclude investigations faster.

4. CONTRACT SERVICES - Pl also contracts with Medical Review of North
Carolina for PI investigations and with PCG to assist in identifying health insurance
and direct billing private insurance companies. In the coming year, PI will also be
exploring more opportunities for contracting with private companies to continue to
recover incorrect payments and cost avoidance savings.



SPECIFIC DUTIES OF EACH PI SECTION:

The Provider Medical Review Section supervisor nurse has seven registered
nurses and one support person. This section performs post payment review of
claims billed to determine if the services were medically necessary, were of
acceptable quality, and conform to Medicaid coverage and billing policies.

Reviews are performed primarily on physicians and hospitals, but also on other
provider types to whom Medicaid makes payments such as ambulance,
optometrists, podiatrists, and rural health clinics.

Reviews are initiated from automated reports, the fraud and abuse detection
system, referrals from licensing and social service agencies, and complaints from
recipients and the general public. Reviews involve examination of
claims/payment data, medical record documentation, and research and
application of Medicaid coverage poilicy.

The Home Care Review Section supervisor nurse has five registered nurses
and one support staff. They conduct post payment reviews of Medicaid recipients
receiving home and community based services. The nurse reviewers determine if
Home Health, Personal Care Services, Durable Medical Equipment, Hospice,
Home Infusion Therapy, etc. are provided to recipients, medically necessary,
appropriate and of high quality. Reviews are often conducted on-site
unannounced. '

The Pharmacy Review Section includes a registered pharmacist supervisor,
three investigators, and one support staff. They conduct post payment reviews of
claims on-site, recover overpayments, resolve pharmacy complaint calls and
educate providers regarding policy and/or problem areas. This section also

provides support and resources to Attorney General's Medicaid Investigations
Unit.

The Provider Administrative Review Section (PARS) include the supervisor (a
registered Dental Hygienist), three investigators, one Operations Accountant, one
Operations Analyst, one Claims Processing Assessment System (CPAS)
Supervisor, two CPAS analysts, and two support staff.

PARS Investigative/Operations staff perform post-payment administrative
reviews of provider (except Pharmacy) claims and services to determine the



appropriateness of claim submission practices and verify providers' compliance
with Medicaid coverage, billing policies and Provider Participation
Agreements/contracts. Administrative reviews involve examination of
claims/payment data, medical record documentation, and research and
application of Medicaid coverage policy. Post payment reviews of Dental
Providers include review of clinical services to determine if the services were
medically necessary and were of acceptable quality. Reviews of patient personal
fund issues by PARS investigator/accountant assure that Medicaid recipients
residing in nursing facilities are not incorrectly billed for Medicaid covered
services.

The four member Claims Processing Assessment System (CPAS) Unit reviews
the claims paid by the fiscal agent to assure that payments are accurate, and that
all edit/audit system deficiencies are identified for corrective actions. This unit
identifies existing system edits and audits that are not working properly, as well
as identifying situations where new edits and audits should be developed to
prevent inappropriate payments.

The Third-Party Recovery Section and System Support Section (TPR) is
primarily responsible for the recovery of Medicaid payments for services that
should have been paid by health insurance plans and liability insurance. TPR is
also responsible to ensure that accurate insurance information is on recipient
files before Medicaid pays claims. Program Integrity's Third Party Recovery
Section cost avoided Medicaid payments of $1,026,280,066 for Medicare claims
and $214,975,840 for private heaith insurance. The unit also obtained $47

million in direct recoveries from casualty, medical insurance and estate recovery
activities.

The TPR Section has 31 employees within the following units:

Casualty Investigations: recovers Medicaid payments from other insurers
due to accidental injuries, and product or medical negligence
Post Payment: handles Credit Balance reports and audits; Estate
recoveries; Medical Support Payments (IV-D); Health Insurance Premium
Payments (HIPP); Medicare overpayments

« Cost Avoidance: updates recipient files for other insurance; processes
claims denied for other insurance; recovers prescription drug payments;
oversight of PCG contract

» Systems Support: develops queries to the Medicaid claim data warehouse
(DRIVE) to support provider investigations; performs ad hoc reports of
provider activities to identify areas of abuse and/or fraud: assists in
maintaining the Fraud and Abuse Detection system; provides
programming for TPR to use automation in place of manual processes to
expedite recovery of money; collects data and provides reports of
Program Integrity activities.
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The Quality Assurance Section supervisor has 21 staff. Their mission includes
determining the Medicaid and Health Choice (the new children's health insurance
program) eligibility payment error rates and assisting in correcting problems.
They also coordinate the recipient fraud investigations with the counties and
handle recipient complaints and investigations of overcharging for Medicaid
covered services.

Medicaid Eligibility Payment Error Rate:

The section monitors the accuracy rate of eligibility determinations in the 100
county DSS's by conducting both federally mandated and state-designed
targeted reviews of recipient cases. Staff assigned and living near certain
counties conducts the case reviews. The resulits of their reviews are used to
determine error trends, identify error prone cases, and recommend corrective
action as appropriate. QA data is also used to assist county supervisors and
state staff in determining training needs to prevent future errors. The staff also
conducts additional Corrective Action Record Reviews for each county to identify
potential problem areas in the procedural process of determining eligibility.

Recipient Fraud:

The section has two policy consuitants dedicated to the coordination of
investigations by county Program Integrity staff of suspected recipient Medicaid
fraud and abuse The consultants provide Fraud and Abuse policy, and training
on prevention, detection, and recovery of Medicaid overpayments to county staff.
They also provide policy for the EPICS data system, used to track all benefits
overpayment collections.

Recipient Complaints:

The section also investigates Medicaid claims when the provider has billed
Medicaid, and also billed the recipient. The claims investigator serves as a
mediator between the recipient and the provider to identify and resolve
inappropriate billing issues. If a provider is at fault and unwilling to comply with
Medicaid billing requirements, a referral may be made to the Attorney General's
office.
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Prescription Drug Cost Containment Initiatives

Prescription Advantage List
= Published by Community Care of North Carolina - lists drugs in certain
classes that have lower net costs, including rebates, for Medicaid
*  Voluntary
Over the Counter Medications

* Prilosec 20 mg = $3.78 per unit CQ/W,\:

»  Prilosec OTC = .57 per unit

Reimbursement :
* Medicaid reimburses brand name drugs at Average Wholesale Price
(AWP) minus 10%
» Reimbursing AWP-10% reflected an annual savings of $113,250,945 over
AWP in SFY 2003

* Drugs with multiple sources and some brands (when generics are
available) are reimbursed at the State Maximum Allowable Cost (SMAC),
which is typically 150% of the lowest cost source

* Reimbursing at SMAC reflected a savings of $62,715,200 for SFY 03.

Generic Substitutions

» Medicaid provides incentives to substitute generic drugs whenever
possible

* - Copays: $1 for generic, $3 for brand A

* Dispensing fees: $5.60 for generic, $4.00 for brand

Prior Authorization :

* Medicaid has a contractor which manages the prior authorization process
for 13 classes of high cost drugs

* Prior authorizing these drugs during March-December 2002 resulted in
$13,231,988 savings over the same period in

= Oxycontin savings = $3,592,347

»  Vioxx/Celebrex/Bextra savings = $7,619,269

Polypharmacy

» Initiatives for managing recipients on multiple medications
are being implemented in nursing facilities, physician practices and adult
care homes.

Drug Utilization Review and Pharmacy and Therapeutics Committees
* Medicaid has active committees which advise on pharmacy policy and
monitor drug utilization and provider practice patterns
Provider Reimbursement — State MAC was implemented in 2002
Utilization Management - A contract to prior authorize 13 classes of drugs
became effective in 2002.
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@ AccessCare Network Sites [] Community Care Plan of Eastern NC
[] AccessCare Network Counties ~ [] Community Health Partners

[ ] Access Il Care of Western NC [ Durham Community Health Network
[ ] Access lll of Lower Cape Fear [ ] Partnership for Health Management

[ Cabarrus Community Care Plan [ | Sandhills Community Care Network
[ ] Central Piedmont Access Il [ ] Wake County Access Il

[ ] Carolina Community Health Partnership

[] Comm. Care Partners of Gtr. Mecklenburg
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PAL — Prescription Advantage List

Access Il and lll Prescription Advantage List

ACE Inhibitors Macrolides Fluoroquinolones
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CABARRUS $566.72 $563.43 $528.78 A% 1%

STATEWIDE TOTAL $484.17 $508.99 $510.76 h 0%
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March 18, 2004

MEMORANDUM

TO: Blue Ribbon Commission on Medicaid Reform
FROM: Richard Bostic

SUBJECT: Long-Term Care Insurance Tax Credits

DEMOGRAPHICS

In a 1999 study, the Henry J Kaiser Foundation found that 53% of those receiving long-term care
services were over 65 (44% were working age adults and 3% were children). In July 2003, the
over age 65 population numbered 1,011,370 in North Carolina and represented 11.92% of the
state population of 8.5 million (NC Office of State Budget and Management — State
Demographics unit). In the next ten years, the over 65 age group will grow to 13.23% of the
population. By 2030, the over 65 age group will increase to 17.85% of the state population.

Year Oto5 6to 17 18to 64 65 and over Total
2003 691,299 1,375,376 5,407,757 1,011,370 8,485,802

2013 765,606 1,561,658 6,293,933 1,314,174 9,935,371

2023 866,952 1,735,146 6,988,338 1,826,545 11,416,981

2030 934,608 1,889,202 7,402,317 2,221,470 12,447,597

LONG TERM CARE

What is long-term care? The simplest definition is the care given to individuals who need
assistance with activities of daily living because of a health problem. The level of assistance
needed is measured by a deficiency in 1) activities of daily living (ADLs) such as bathing,
dressing, eating, toileting, getting around the house, and transferring from chair to bed and 2)
instrumental activities of daily living (IADLs) that include shopping, meal preparation, light

housework, and money management.
AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER



In a report prepared for the North Carolina Institute of Medicine in 2000, Millennium Healthcare
Solutions, Inc. made the following projection for North Carolina long term care needs in 2010:

e The total number of persons with long term care needs (both at-home and institutional)
will increase from 351,600 in 2000 to 418,400 in 2010.

e The number of community dwelling persons with long term care needs will increase
from 308,000 in 2000 to 366,700 in 2010. Of this group, those with 3 or more ADLs will
increase from 79,800 to 98,400.

e The number of community dwelling persons with 3 or more ADLs and incomes below
100% of poverty will grow from 27,400 in 2000 to 34,000 in 2010.

e The number of residents in institutional care facilities will increase from 42,700 in 2000
to 51,700 in 2010.

e The number of community dwelling persons aged 18 to 64 with disabling mental
retardation and/or developmental disability will grow from 34,300 in 2000 to 38,600 in
2010.

The costs for long term care alternatives such as home health care, assisted living and nursing
homes are expensive. Two Internet sites provide calculators to estimate the current long term
care costs for the major cities in each state. The Federal Long Term Care Insurance Program
(www.ltcfeds.com) estimates the following annual costs for Raleigh and Charlotte:

Raleigh Charlotte
Home Health Care* $21,411  $21,567
Assisted Living $29,453 $32,244
Nursing Home $45,443 $49,421

*The home health care cost is based on 5 hours a day and 5 visits a week.

The CNNMoney website (cgi.money.cnn.com) offers an annual long term care cost finder based
on 2002 average costs derived from the Metlife Mature Market Institute Survey. Home health
hours are set at 5 per day in this calculator for comparison to the model above.

Raleigh Charlotte
Home Health Care $29,200 $31,025
Assisted Living $29,448 $32,244
Nursing Home $51,830 $54,020

LONG TERM CARE INSURANCE

Given the cost of long term care services, many have chosen to protect their financial assets by
purchasing long-term care insurance. Dr. Marc Cohen, President of LifePlans, Inc., presented a
paper to the Center for Medicare and Medicaid Services in 2002 that stated 7 million long-term
care policies have been sold, but only 4 million are still in-force. He said the target market for
long term care policies is 1) middle to upper income elders who would not immediately qualify
for Medicaid, 2) those who have few available informal supports (family, friends) or who worry
about not having them at the time they need long term care, and 3) younger adults who view long
term care insurance as an integral part of retirement planning.
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In North Carolina, there were 86,272 long-term care policies reported by 61 companies in 2002
(National Association of Insurance Commissioners, NAIC). In a 2000 NAIC survey, the
following four companies insured 63% of those with long term care policies:

General Electric Capital Assurance Co.

Unum

Continental Casualty Co.

Penn Treaty Network American Insurance Co.

The annual cost of a long-term care insurance policy varies by the age of the insured and the type
of coverage requested. The California Public Employees’ Retirement System (CALPERS) offers
an online calculator to estimate your long-term care premium. If you choose a comprehensive
policy that 1) pays $200 a day for nursing home, $140 a day for assisted living and $3,000 a
month for home care, 2) has built-in inflation adjustments, and 3) provides lifetime benefits, then
the annual premium is as follows:

Age 46  $1,704 per year
Age 56  $2,868 per year
Age 66  $4,836 per year

Similarly, the Federal Long Term Care Insurance Program online calculator estimates that a
comprehensive policy that offers home and facility care at $150 a day, with an unlimited benefit
period, and with inflation protection will cost $1,876 a year for a 50 year old and $3,506 a year
for a 65 year old.

NC TAX CREDIT

The long term care insurance tax credit was one of 13 tax provisions included in the budget act
for Fiscal Year 1998-99 by the 1998 General Assembly (1998 S.L. chapter 212, SB 1366). The
state individual income tax credit equals 15% of the premium paid each year on long-term care
insurance, but the credit may not exceed $350 for each policy for which the credit is claimed.
The credit may not exceed the amount of tax owed by the taxpayer (nonrefundable), and there is
no provision to allow unused portions of the credit to be carried forward. The credit became
effective for the taxable year beginning on or after January 1, 1999, and expires for taxable years
beginning on or after January 1, 2004.

A taxpayer may claim a credit for policies that provide coverage for either the taxpayer, the
taxpayer's spouse, or a family member for whom the taxpayer provides over half of the support
and whose income is below an exemption amount. A long term-care insurance policy is one that
provides only coverage of long-term care services and that meets the following requirements:

1. Is guaranteed renewable.

2. Does not provide for a cash surrender value.

3. Provides that refunds and dividends may be used only to reduce future premiums or
to increase future benefit.

4. Does not pay or reimburse expenses that are reimbursable under Medicare.

5. Satisfies consumer protection laws.

Under federal law, premiums paid on long-term care insurance contracts are treated as deductible
medical expenses. Under the medical expense itemized deduction, unreimbursed medical
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expenses may be deducted to the extent that the expenses exceed 7.5% of adjusted gross income.
To the extent a taxpayer will receive a deduction for long-term care insurance premiums under
the Code, the taxpayer will receive a deduction for State income tax purposes as well since North
Carolina uses federal taxable income as the starting point for calculating State taxable income.
To prevent a double tax benefit in those cases, the credit is limited to those expenses for which a
deduction has not been claimed.

STATE TAX INCENTIVES

North Carolina is not alone in offering a tax incentive to those enrolling in long-term care
insurance policies. According to a report from the Health Insurance Association of America, the
following states allow an income tax deduction for long-term care insurance premiums:

Alabama Missouri
Hawaii Montana
Idaho Ohio

Indiana Utah

Iowa Virginia
Kentucky West Virginia
Maine Wisconsin

The states listed below allow an income tax credit for the payment of long-term care insurance

premiums:

e Colorado — 25% of premiums up to $75 individuals/$150 couples; incomes less than $50,000
single/$100,000 married filing jointly; nonrefundable.

e Louisiana — 10% of premium per policy; enacted but not available to taxpayers until budget is
adjusted by legislature for the loss of revenue from credit claims.

e Maryland — 100% of premium up to $240 if age 40 or less, up to $450 if age 41 to 50, or up to
$500 if 51 and over; nonrefundable and may not be carried forward.

e Minnesota — $100 per person and per policy.

e New York — 10% of premium, nonrefundable but unused credit may be carried forward.

e North Dakota — 25% of premium per policy

e Oregon — the smaller of 15% of premium paid or $500 nonrefundable and cannot be carried
forward.

California and Montana have tax credits for long term care, but are not tied specifically to long-
term care insurance policies. California has a $500 nonrefundable tax credit for taxpayers with
adjusted gross incomes less than $100,000 who provide long term care to spouse or dependent.
Montana has an elderly care tax credit that is a percentage of elder care expenses, but the
percentage is based on the taxpayer’s adjusted gross income. Long term care insurance premiums
are an eligible expense. The credit is limited to $5,000 for a single qualifying family member and
$5,000 for a joint return.

FISCAL IMPACT

Tax year 1999 is the first year that taxpayers could claim the long-term care tax credit. In the
inaugural year, 21,029 tax returns claimed approximately $4.2 million in credits for an average
long-term care insurance credit of $199. The average tax credit claimed per return in the four
years of the program has been $202. The total amount of credits claimed each year has been
consistent except for 2001, which may be explained by a high error rate (see discussion below).
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Total

Tax Number of Long-Term Average Credit
Year Returns Care Credits  Per Return
1999 21,029 $4,181,454  $198.84
2000 29,206 $5,974,615  $204.57
2001 51,959 $10,367,883  $199.54
2002 27,516 $5,652,648  $205.43

The chart below helps explain the type of taxpayer taking the long-term care credit. 61.3% of the
tax returns with long term care credits in 2002 were claimed by married couples or widows. This
group claimed 68.7% of the total credit amount. The second largest claimant group was single

filers with 23.7% of the returns claiming 20.8% of the credits.

The 0 to $10,000 taxable income group had the greatest number of tax credit claims in 2002.
This group also had the largest tax credit per return equal to $231. It must be noted that this is
taxable income, which is gross income minus deductions and exemptions.

LONG-TERM CARE CREDITS CLAIMED FOR TY

2002

Number of Tax Returns

NC Taxable Income
$0 - $10,000
$10,001 - $20,000
$20,001 - $30,000
$30,001 - $40,000
$40,001 - $50,000
$50,001 - $60,000
$60,001 - $75,000
$75,001 - $100,000
$100,001 or more

Total
Percent of Total

Credit amount

NC Taxable Income
$0 - $10,000
$10,001 - $20,000
$20,001 - $30,000
$30,001 - $40,000
$40,001 - $50,000

Single

2,251
1,274
950
645
442
295
263
218
194

6,532
23.7%

Single

$475,235
$229,904
$152,319
$97,010
$69,741

Married,

Joint/Widow

2,965
1,933
1,685
1,611
1,528
1,330
1,525
1,688
2,590

16,855
61.3%

Married,

Joint/Widow

$847,613
$517,813
$409,185
$344,770
$307,054

5

Married,
Separate

77
73
61
45
21
28
13

9
14

341
1.2%

Married,
Separate

$11,092
$9,069
$8,787
$5,437
$2,656

Head of
Household

1,373
1,299
547
277
116
74

36

38

28

3,788
13.8%

Head of
Household

$208,656
$193,000
$79,636
$32,122
$15,595

Total

6,666
4,579
3,243
2,578
2,107
1,727
1,837
1,953
2,826

27,516

Total

$1,542,596
$949,786
$649,927
$479,339
$395,046



$50,001 - $60,000 $45,488 $259,031 $4,697 $8,288 $317,504

$60,001 - $75,000 $35,965 $290,962 $2,355 $4,261 $333,543
$75,001 - $100,000 $36,240 $322,404 $1,158 $4,492 $364,294
$100,001 or more $34,722 $582,046 $1,630 $2,215 $620,613
Total $1,176,624 $3,880,878 $46,881 $548,265 $5,652,648
Percent of Total 20.8% 68.7% 0.8% 9.7%

ERROR RATE

The Department of Revenue has encountered serious taxpayer problems with the long-term care
insurance tax credit. Audited tax returns in 2001 showed a 91% error rate for credit. The most
common taxpayer error were 1) claiming the credit for regular insurance premiums, 2) claiming
the total amount of premiums paid as a credit instead of the $350 limit, and 3) claiming the credit
and also claiming the long-term care premium as a medical expense.

The Department of Revenue reports a 40% error rate in audited returns in tax year 2003. Nancy
Pomeranz, Director of the Department of Revenue's Personal Taxes Division, credits the
reduction in long-term credit errors to the following factors:

Tax preparers making errors were contacted.

Instructions in the D-400 tax return booklet were improved.

Verbiage in the software developers' tax packages was improved.
Taxpayers whose credit was disallowed did not make the same mistake.

=

The high error rate is surprising given that the instructions in Form D-400 TC state "A tax credit
is allowed for the qualifying premiums you paid during the taxable year on a qualified long term
care insurance contract(s)... Medical insurance premiums that you pay for general health
care, hospitalization, or disability insurance do not qualify as premiums paid for a long
term care insurance contract." The tax form tells you to read the instructions and complete
the worksheet to determine the amount of credit owed.

CREDIT FUTURE

The long-term care insurance credit expired with the 2003 tax year. To continue the credit will
require the removal of the credit sunset and an adjustment in future General Fund budgets for an
annual revenue loss of approximately $6 million. More importantly, to continue the credit will
require the elimination of taxpayer error and fraud. North Carolina can follow the practice of
Minnesota and require the taxpayer to list the insurance company and policy number of the long-
term care policy for which a tax credit is claimed. (see attached tax schedule) The Department of
Revenue could work with the Department of Insurance to get the list of companies providing
long-term care policies in the state and a computer listing of policy holders to match against the
tax credit claims.
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Aging Population in NC

Age 65 and Older
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I‘ In 2010, North Carolina
0\ will have:

S
* 418,400 persons with long-term

ﬁ. care needs
<

~ — 366,700 home-based care (3+ ADLSs)
<

— 51,700 institutional care

Millennium Healthcare Solutions, Inc.
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The Estimated Annual Cost of
. Long-Term Care in Charlotte

‘n

ﬁ.. Home Health Care $21.567
W Assisted Living $32,244
<~ Nursing Home $49,421

9

.

Federal Long-Term Care Insurance Program.
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4.‘ Long-Term Care Insurance
\
X

ﬁ. o 7 million policies in the United
States in 2002 (4 million active)”

4. 86,272 policies in North Caroelina™"

s 61 companies (4 with 63% of
<~ market)*"

ﬁ *Life Plans, Inc.
.. #% NAIC

g




Cost of LTC Insurance for a
4. Comprehensive Policy

The policy pays:
¢ $200/day nursing home
ﬁ s $140/day assisting) living
. $3,000/month home care
o Inflation adjusted and pay lifetime benefits

< The cost is:

~ . Age 46 = $1,704/year
ﬁ s Age 56 = $2,868/year
.. s Age 66 = $4.,836/year

H CALPERS 7
-




4“ North Carolina LTC Tax
.. Credit
ﬁ s 15% of annual premium
I. s May not exceed $350 per policy
<

* Non-refundable/no carry forward

<~ o Cannot claim both medical
~ deduction and credit

ﬁ o Expired Tax Year 2003
y

Ll



J. Other States with LTC
.. Credits

ﬁ.
.. s Colorado-25% of premium up to

ﬁ.. $75 individual/$150 couple

4 ™ * Minnesota-$100 per person and
‘ per policy

4 = o New York-10% of premium
~ * North Dakota-25% of premium

ﬁ.. per policy

Health Insurance Association of America (HIAA)
Ll




X

2000

2001

2002

J.‘ North Carolina LTC Credit

Costs
Credits Tax Returns
$4.2 million 21,029
$6.0 million 29,206

$10.4 million 51,959

$5.7 million 27,516

NC Department of Revenue
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‘ 2002 LTC Credit Amount
<. by Filing Status

™
.

. Married Filing Jointly/

Widows 68.7%

< Single 20.8%
Head of Household 9.7%

4 " Married Separate 8%

9

g

NC Department of Revenue
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n

2002 LTC Credits by
Income Class

0-$10,000 $1.5 million 6,666
$10,001-$30,000 $1.5 million 7,479
$30,001-$50,000 $ .9 million 4,685
$50,001-575,000 $.65 million 3,564
$75,001-5100,000 $.36 million 1,953

More than $100,000 $ .6 million 2,826

NC Department of Revenue
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LTC Credit Error Rate

2001 =91%

— Claiming credit for regular
insurance premiums

— Claiming total premium amount

— Claiming credit and deduction of
medical expense
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LTC Credit Rate
Reduced

2003 ='40%

— Contacted tax preparers making
errors

— Improved instructions

— Improved verbiage in tax
preparation software
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4.. Continue Credit?

ﬁ.. o Approximately $6 million
. General Fund loss each year
<

s Require name of insurance
company and policy humber on
~ tax credit form

ﬁ
!
N

<
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Medicare Prescription Drug Benefit:

Implications for the North Carolina Medicaid Program

 The Medicare Modernization Act will provide a
voluntary prescription drug benefit for Medicare
beneficiaries beginning 1n 2006 (Medicare Part D).

 “Dual Eligibles” or Medicare beneficiaries with
Medicaid are required to receive prescription drug
benefits through Medicare effective Jan. 1, 2006.

— Loss of Medicaid Coverage applies even 1f dual eligible 1s
not enrolled in a Part D Plan

— No beneficiary choice
— No state choice
— Cost-sharing obligations similar to Medicaid

3/2004 2



Medicare Prescription Drug Benefit:

Implications for the North Carolina Medicaid Program

 The North Carolina Medicaid Program will receive
some fiscal relief over the next ten years, but the actual
relief 1s lower than expected due the “clawback”
provision and new administrative costs.

 Under the ‘clawback” provisions, North Carolina 1s
required to make payments to the federal government
in perpetuity to finance most of the cost of the
Medicare prescription drug coverage for its dual
eligibles.

3/2004 3



Medicare Prescription Drug Benefit:

Implications for the North Carolina Medicaid Program

 North Carolina’s “clawback™ payment will be
based on three factors:

— A per capita estimate of the amount the state otherwise
would have spent on Medicaid prescription drugs for
dual eligibles

» Estimate will be based on 2003 state Medicaid spending on Part D
covered drugs per dual eligible trended forward through 2006 by the
growth in national per capita prescription drug expenditures and in
2007 and later years by per capita growth in 2007

— The number of dual eligibles enrolled in a Part D plan

— A ‘““takeback™ factor set at 90% 1n 2006, declining to
75% for 2015 and later years.

3/2004 4



Medicare Prescription Drug Benefit:

Implications for the North Carolina Medicaid Program

 The Division of Medical Assistance estimates that
North Carolina spent $683.1 million on prescription

drugs for 220,723 dual eligibles during FFY 2003.

 The State and County share of these FFY 2003
expenditures was $255.8 million or 37.44% of the
COSsts.

 North Carolina’s payment in FFY 2006 will be
based on these numbers after they are adjusted for
inflation.
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Medicare Prescription Drug Benefit:

Implications for the North Carolina Medicaid Program

« States have never participated financially in the
Medicare program. It has always been financed
by employer/employee contributions to the Social
Security Trust Fund.

* The “clawback” payments will be a line item in
the Medicare budget for Medicare Part D or the
Prescription Drug Benefit.

 In the future, Congress could require states to pay
a higher percentage of the cost for dual eligibles 1f
the overall cost of the prescription drug benefit
grows faster than anticipated.
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Medicare Prescription Drug Benefit:

Implications for the North Carolina Medicaid Program

States are mandated to perform eligibility determinations
and to enroll dual eligibles and other low-income people in
the Part D low-1income subsidy program.

There 1s no subsidy for this new administrative burden.

North Carolina will be reimbursed at the Medicaid
administrative cost rates for perform the eligibility
determinations.

In North Carolina, Medicaid eligibility 1s performed and
paid for by counties. The federal government pays 50% and
counties pay 50% of the costs associated with eligibility
determination.

3/2004 7



Intergovernmental Transfers

* Intergovernmental transfers (IGTs) are a tool that
state and local governments use to draw down
additional federal dollars to support their Medicaid

Programs.

 [GTs are allowed under current federal law.

* Congress and CMS have limited the use of IGT's
and other creative financing systems over past

decade because t
additional federal

hey have been concerned that
| dollars were not being used to

support Medicaid Programs.
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Intergovernmental Transfers

* The President’s budget proposes cost savings
based on the intent to curb the use of existing
IGTs. The reduction will be made by limiting
states’ ability to set rates for health care providers.

* CMS 1s also seeking to end intergovernmental
transfers administratively by suggesting that state
plan changes or waivers will be approved 1f a state
agrees to terminate all intergovernmental transfers.

3/2004 9



Intergovernmental Transfers

Implications for the North Carolina Medicaid Program

North Carolina uses intergovernmental transfers to draw down additional
DSH and supplemental payments to benefit the state and all acute care
hospitals.

These payments offset the cost of uncompensated care provided by non-
state acute care hospitals — 20 to 25% of all Medicaid payments to NC
hospitals come from these DSH and supplemental payments.

Since 1995, non-state acute care hospitals have received over $2 billion
from this program.

NC has also benefited form this program - receiving over $450 million
since 1995. The State share of these funds has been placed in a reserve
fund and used to pay for cost settlements and to reduce state appropriations
to the Medicaid Program.

3/2004 10



Intergovernmental Transfers

Implications for the North Carolina Medicaid Program

« Like all states, North Carolina routinely asks for state plan
changes or waivers based on actions of the General
Assembly or other identified needs of the Medicaid

Program.

— NC has requested state plan changes and waivers to implement the new
nursing home assessment program and reimbursement plan.

— NC is also working with CMS to finalize cost settlements for the Non-
State Hospital program.

* So far CMS has not asked for concessions on IGTs in
order to implement these changes, but concessions requests
are a possibility until these proposals have not been
approved.

3/2004 11



Prospective Budgeting

« CMS i1s proposing to implement a prospective financial
management review process beginning in SFY 2006 which
will be used to to determine allowable expenditures for the
purposes of drawing federal matching payments.

« CMS’ financial management 1s currently performed
retrospectively through reviews of historical claims.Funds
are advanced to each state at the beginning of each quarter,
and CMS reviews expenditures to 1dentify improper
payments.States must certify that they have required state
and local match available at the beginning of each quarter.

3/2004 12



Prospective Budgeting

 States will be required to submit their preliminary
Medicaid budget 150 days before the beginning of
each state fiscal year.

* Detailed budget information must be provided for
the total Medicaid budget including a list of all
state funding sources

3/2004 13



APPENDIX G



Federal Proposals for Medicaid

» Curbing the use of intergovernmental transfers

» Prospective budgeting vs. Retrospective
budgeting

» Budget caps

» Cost allocation for Medicaid administration - $8
million

» MMIS funding reduction — 90% to 75%

» No Federal fiscal relief - $191.6 million
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MEDICAID PROPOSALS UNFAVORABLE TO STATES CONTINUE TO SURFACE

The president’s FY 2005 budget proposal includes almost $2 billion in federal savings from the Medicaid program. it proposes to achieve $1.5 billion alone
through "curbing” the use of intergovernmenta! transfers. The reduction would be made by limiting states’ ability to set rates for health care providers. The
budget also proposes to reduce federal Medicaid payments to states by $261 million through a one-time reduction in Medicaid administrative costs popularly
known as "cost allocation.” This is an elusive issue related to the 1996 welfare reform law and explained in detail in Medicaid Cost Allocation: A Backgrounder,
available from the NCSL Washington Office. Finally, the president's budget proposed to reduce the enhanced federal match rate for information and claims
management systems from 90 percent to 75 percent, saving the federal government $80 miilion, This reduction is particularly ill-timed as states prepare for
their role in the implementation of the Medicare prescription drug program, which includes eligibility determinations for the Medicare Part D subsidies.

In addition to proposals in the budget, the administration is increasingly depending on regulatory and administrative maneuvers to curb state Medicaid
spending. On January 7, the Centers for Medicare and Medicaid {CMS) published in the Federal Register a notice invoking an emergency procedure to change
the format and timing of the states' reporting of budget and expenditure information that establishes the basis for entitlement reimbursements to states for
Medicaid expenditures. Under current practice, the centers review the information retrospectively. CMS proposed a prospective budget and financial
management process that essentially gives CMS authority to "prior approve” mechanisms states use to provide their match and to base state payments on
Medicaid budgets "proposed® by governors. States were given only 24 hours to respond. That met with immediate resistance from NCSL and others culminating

last week in an announcement that another notice with a 60-day comment period will be published after consultation with governors and state Medicaid
directors.

Another technique being used by CMS is to extract concessions from states during negotiations for state plan amendments and waivers. One state seeking an
amendment to its nursing facilities operations was told by CMS that the request would not be approved unless the state agreed to, among other things, end all
intergovernmental transfers. This raises serious concerns since intergovernmental transfers are allowed under current law, and apparently the
intergovernmental transfers in the state complied with federal law. State legislators are encouraged to share information with NCSL regarding
instances where local governments provide part of the state match and specific programs are funded through intergovernmental transfers.
State legislators are encouraged to review pending state plan amendments to see if state officials are being told approval is conditioned on
termination of intergovernmental transfer use. In a similar vein, state Medicaid directors and governors are being approached about capping their
Medicaid programs as part of waiver applications or as part of ongoing negotiations to address disallowances. Last week two governors expressed interest in
pursuing a "block grant” approach for Medicaid using the 1115 waiver approach. Senator Charles Scott {R-Wyoming) has introduced an amendment to the
budget bill in Wyoming that would prohibit the state Medicaid agéncy from agreeing to a Medicaid cap without approval of the state legistature. With much of
the action occurring through administrative mechanisms, more states may want to consider this approach.

State legislators should be prepared to share information with their congressional delegation regarding the harm that would occur if the president’s budget
proposals are enacted. In addition, it is important to share with members of Congress the important role intergovernmental transfers play in supporting the
Medicaid program in your state. (NCSL staff contact: Joy Johnson Wilson)
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Proposed Prospective Financial Management Review for the Medicaid Program

Overview

On January 7, 2004, a notice was published in the Federal
Register by the Centers for Medicare and Medicaid Services
(CMS) seeking emergency review by the Office of
Management and Budget (OMB) of its proposed revision of the
CMS-37 forms' and process. Specifically, CMS proposed to:

“minimize disruption to state operations and the reduction
of unnecessary expenditures to the federal government by
modifying the collection requirements associated with the
CMS-37 budget and expenditure information collection
package. In particular, CMS will begin to require the states
to submit up-front documentation to support the budget and
expenditure information currently captured on the CMS-37
“Medicaid Program Budget Report.”

CMS asked that all comments be submitted for review no later
than January 8, 2004. This entire process was being pursued as
a paperwork reduction activity.

The original plan was to implement the new process for state
fiscal year 2005. Neither the substance of the proposed
changes, nor the 24-hour comment period was well received by
interested parties. As a result, the request for approval and
review of the revised forms by OMB will be resubmitted and

The CMS-37 is a quarterly financial report submitted by
the state which provides a statement of the state's Medicaid
funding requirements for a certified quarter and estimates
and underlying assumptions for two fiscal years -- the
current fiscal year and the budget fiscal year. In order to
receive federal financial participation, the state must certify
that the requisite matching state and local funds are, or will
be, available for the certified quarter. This information is
supplied to CMS electronically through the Medicaid
Budget and Expenditure System (MBES) and is reviewed
by CMS. Based on the CMS-37 submission and subsequent
review, CMS issues the state a grant award authorizing
federal funding to the state for the certified quarter. If at
any time in the quarter, the state feels that it's original
request for federal funds is insufficient, it may submit a
revised CMS-37 through the MBES, justifying its request
and recertifying for the quarter. After review and approval,
CMS issues a supplemental grant award to the state for the
additional federal funds needed.

will not be done on an “emergency” basis. Instead, CMS will
consult with state and local government representatives and
resubmit the proposed new forms and process for approval by
OMB. There will be a 60-day public comment period. Under
this revised schedule, the new process would apply to state
fiscal year 2006.

What is the proposal? How does it differ from current
practices? What will be the impact on state Medicaid
programs?

Current Practices

CMS’ financial management oversight is currently performed
through reviews of historical claims. Funds are advanced to a
state at the beginning of each quarter, and CMS reviews
expenditures to identify improper payments after a financial
management review on the state’s quarterly expenditure report
is completed. Since these reviews are retrospective, if
improper payments are identified, CMS must collect these
payments from the states.

Proposed Prospective Financial Management Review

Process

CMS is proposing to implement a prospective financial
management review process. The prospective financial
management review process will establish the framework for
allowable expenditures for purposes of drawing federal
matching payments (FFP). Federal grants will be predicated on
the level of expenditures contained in the approved state
submissions. The current process for grant awards, draws

of Federal funds, and reporting expenditures will continue
to be emploved. However, the state will not draw any

Federal funds to cover new expenditures, including those
that would require a new state plan amendment, waiver

amendment or new contracts, unless and until the

expenditures are approved and the state funding sources
are accepted through the supplemental budget process and
applicable state plan or other Federal authorization

process. Current federal cash management protocols will be
applicable to the state’s draw and use of federal funds.

As part of its prospective review CMS will provide the state
with a written determination of any proposed expenditure
which it believes lacks outstanding state plan authority, waiver
authority or other authority for FFP, or that the expenditure is
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otherwise not subject to FFP. If the state continues to believe
that there is authority for the proposed expenditure and
that it is subject to FFP, the state may retain the
expenditure in the Medicaid budget. but CMS will be free

to utilize any authority in statute or regulation to question
or withhold FFP.

Under the CMS proposal, beginning with state fiscal year
2006,” each state would be required to submit to the appropriate
CMS Regional Office, at least 150 days prior to the
commencement of each state fiscal year, its preliminary
Medicaid budget (i.e. services and administration). Ata
minimum this submission would include:

The total budget for medical assistance expenditures of the
single state agency (including the identification of Federal
and non-Federal funding sources);

Budgets for medical assistance expenditures made by
other state agencies, which will be the basis for claims for
Federal matching funds;

Budgets for medical assistance expenditures made by non-
state governmental units (e.g., public hospitals, County
Health Departments), which will be the basis for claims
for Federal matching funds;

Budgets for administrative costs either directly charged or
allocated to the Medicaid program under approved cost
allocation plans; and

a listing and estimated amounts of all of the state funding
sources® for the non-Federal share of expenditures
pursuant to the Medicaid budget.

All budgets should list expenditures in the same categories that
are reported on the CMS-64 forms.* In addition, each source of

Key CMS staff has indicated that the proposal will not be
implemented until state fiscal year 2006.

The term “state funding sources” refers to all sources for
the non-federal share of Medicaid expenditures. Funding
sources can include the state general fund, separately
maintained trust funds, other state appropriations and non-
state public expenditures. State funding sources also
include revenues (whether deposited in the General Fund or
other funds) derived from health care providers, or from
governmental units on account of health care expenditures,
as well as interagency or intergovernmental transfers
related to health care expenditures or from an entity related
to health care.

The Quarterly Medicaid Statement of Expenditures for the
Medical Assistance Program (Form CMS-64) is the
accounting statement which states must submit each
quarter. It shows the disposition of Medicaid grant funds
for the quarter being reported and previous fiscal years, the
recoupment made or refunds received, and income earned
on grant funds. States are not accountable for interest
earned on grant money pending disbursement for program
purposes. However, states are accountable for the federal
share of any interest earned on recoupments or refunds
pending their return to the federal government. It is also the
vehicle for making adjustments for any identified
overpayment and underpayment to states. The amounts
reported on Form CMS-64 and its attachments must be

state revenue that meets the definition of a health-care related
tax or a provider-related must be separately identified and
should be accompanied by documentation that would show it is
in compliance with federal law and regulations.

Follow-Up After Submission of the Revised
CMS-37 Form

After submission of the new CMS-37 forms, states will be
expected to provide additional documentation reasonably
requested by CMS to facilitate its review of the state’s
submission.

Update reports, that will include any significant new
expenditure categories or state funding sources under
consideration, will be provided every 30 days to CMS on the
status of the budget.

Once the final state budget is adopted, the state will submit a
final Medicaid budget for CMS review, including the estimated
amount of each funding source and a description of each of the
funds and funding sources expected to finance the non-Federal
share of the Medicaid expenditures. CMS will advise the state
no later than 45 days after receipt of the state’s submission of
its final Medicaid budget of any proposed state-funding source
that CMS believes is not allowable under Federal law and
regulations.

If necessary, CMS and the state will meet and discuss issues
raised with respect to any funding source that CMS had

questioned. If after review and negotiation, CMS adheres
to a determination that a state funding source is not

compliant with Federal law and regulations, CMS will defer
and disallow claims related to budget items, including
funding sources, that have not been reviewed and accepted
by CMS in the financial review process.

Supplemental Budget Amendments

The state plan and waiver submission processes contained in
existing statutes and regulations will be utilized. The
supplemental budget process will be used for the state to
submit the funding sources to cover the non-federal share of the
additional expenditures. The state will not claim expenditures
under any state plan amendments until they are approved by
CMS. The state, however, remains free to pay for services
covered by pending state plan amendments with state-only
funds, pending approval of the plan amendment and the
Medicaid budget amendment by CMS. States will be entitled
to draw federal funds for the federal share of all expenditures
covered by the approved amendment from the time of its
approved effective date.

actual expenditures for which all supporting
documentation, in readily reviewable form, has been
compiled and is available immediately at the time the claim
is filed. Form CMS-64 is a statement of expenditures for
which states are entitled to federal reimbursement under
Medicaid and which reconciles the monetary advance made
on the basis of Form CMS-37 filed previously for the same
quarter. Consequently, the amount claimed on the Form
CMS-64 is a summary of expenditures derived from source
documents such as invoices, cost reports and eligibility
records.
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The supplemental budget amendment may be submitted at any
time but would normally be submitted at the same time that a
supplemental budget request is made to the state legislature.
CMS will approve any supplemental budget amendment
provided that it covers allowable expenditures and the state has
demonstrated a valid funding source for the non-federal share
of the expenditures.

A state may submit to CMS supplemental budget amendments
to incorporate any previously unbudgeted expenditure.
Supplemental budget amendments may be based on:

s Service utilization changes;

»  Increases in eligibles;

® Increases in the number of providers; and

*  And/or increases in cost of services or administration.

A state’s supplemental budget submission must also show the
funding sources from which the non-federal share of the cost of
the increased expenditures will be obtained. CMS will review
the non-federal funding sources and notify the state within
45 days of any state funding sources that it believes does not
comply with applicable Federal law. CMS will then defer
or disallow any claims that are based on unacceptable state
funding sources.

State Impact

It is too early to say with any certainty what the state impact
will be. Much of that will depend on exactly how the process
is implemented. There are a few things that are certain.

(1) Despite claims to the contrary, this process involves more
paperwork and staff time than the current process.

(2) This process calls for the collection of information that
CMS probably wants to have, but is not necessary for the
administration of the program.

(3) The new process gives CMS the upper hand when there
are disputes regarding state funding sources for federal
matching payments for Medicaid.

(4) State budget processes vary widely from state to state and
developing a one size fits all system that will run
smoothly will be difficult.

(5) Finally, there is a general lack of comfort in having
federal officials so intimately involved in the state budget
process.

NCSL Staff Contact: Joy Johnson Wilson, Health Policy
Director, NCSL, Washington, D.C. (Joy.Wilson@ncsl.org)
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MEDICAID COST ALLOCATION~-A BACKGROUNDER
THE ISsUE

President Bush submitted his proposed FY 2005 federal
budget to Congress on February 4, 2004. Among the
many proposals was one to apply “cost allocation” to the
Medicaid program, saving the federal government and
costing states $300 million in FY 2005. For the
uninitiated, Medicaid “cost allocation” is an esoteric
concept. This backgrounder attempts to simplify the
concept and describe the potential impact of the proposal
if enacted.

BACKGROUND

The Personal Responsibility and Work Opportunity Act
of 1996 (PWORA) converted the former Aid to Families
with Dependent Children (AFDC) entitlement program
into the Temporary Assistance to Needy Families
(TANF) program, a block grant to states. Each state’s
TANF funding was based on the higher of: (1) actual
state expenditures in either FY 1994 or FY 1995; or (2)
an average of state expenditures between FY 1992-FY
1999.

Administrative Cost Allocation

Prior to passage of TANF, states administered the
AFDC, Food Stamp and Medicaid programs and the
federal government reimbursed them for half of all
administrative costs.  The largest component of
administrative costs was the cost of certifying eligible
households. The federal government matched the states'
administrative expenses for all of these programs on a
50/50 basis.

Because of the overlap in eligible populations, states
often undertake administrative activities that benefit
more than one program. For example, when a household
applies for TANF, Medicaid, and food stamps, collecting
information on the household's income is necessary for

all programs and is usually done during a combined
eligibility interview. The process of allocating shared
administrative costs among various state and federal
programs is known as cost allocation.

The general rules for allocating costs are prescribed by
regulation in OMB Circular A 87. These rules require
that costs that are incurred for more than one program be
allocated based on the extent to which the various
programs benefit from the activity. This is called the
“benefiting program™ approach. Under this approach, a
cost that is equally necessary for more than one program
is shared equally by the programs.

The history of the public welfare programs led to an
exception to this general cost allocation rule. When
Congress created Medicaid and Food Stamps, it assumed
that large portions of the administrative work for
households that received AFDC was already done for
AFDC and that these newer programs could piggy-back
on that work. As a result, in the case of AFDC, all costs
that were identified as shared costs were allocated to
AFDC. This is called the “primary program” approach.
For cases that received AFDC, Food Stamps, and
Medicaid, the Food Stamp and Medicaid programs paid
only the cost of the work that was over and above what
was required for AFDC. Because the federal match rate
was 50 percent in all three programs, the amount that the
federal government paid was the same, regardless of
whether it was considered a joint cost and claimed under
the AFDC program or a cost allocated to one of the
individual programs.

When Congress replaced AFDC with TANF, it failed to
specify how shared costs were to be treated under the
new program. The funding included in the TANF block
grant, based on pre-1996 spending, was predicated on the
“primary program” cost allocation method of cost
allocation discussed above, where AFDC paid for the
administrative costs that benefited all the various
programs. Some federal officials believed that states
would maximize the administrative costs attributed to
Medicaid or Food Stamps, where 50 percent matching
funds were still available, and minimize administrative
costs allocated to TANF that was no longer eligible for
federal matching payments, freeing TANF block grant
funds for other purposes.

The Agricultural Research, Extension, and Education
Reform Act of 1997 (P.L. 105-185)

In an effort to address the concerns of federal officials
who believed states would “maximize” administrative
cost reimbursement by shifting costs to the Medicaid and
Food Stamp programs, “cost allocation” provisions were
included in the Agricultural Research, Extension, and

National Conference of State Legislatures
Office of State-Federal Relations 444 North Capitol Street, N.W. Suite 515 Washington, D.C. 20001
(202) 624-8689 (202) 737-1069 fax
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Education Reform Act of 1997 (P.L. 105-185). The Act
required that the Secretary of Health and Human
Services (HHS), in consultation with the Secretary of
Agriculture (USDA), to determine the costs charged to
the former AFDC program in states’ TANF base year
that could have been allocated to Food Stamps and
Medicaid for common administrative costs.  The
attached chart provides a state-by-state breakdown of the
Medicaid “cost allocation” amounts determined through
this process. The numbers reflected in the chart are the
final determinations after all state appeals had been
addressed.

The Act provided that the amounts attributable to Food
Stamps were to be deducted from state Food Stamp
administrative cost claims for FY 1999-FY 2002. The
Act did not require similar treatment for the Medicaid
costs identified.

The Farm Security and Rural Investment Act of 2002
(P.L. 107-171)

When the Farm Bill was reauthorized in 2002, cost
allocation for the Food Stamp Program was made
permanent.

Reauthorization of the Temporary Assistance for
Need Families (TANF) Program

In 2002 when the House of Representatives first enacted
legislation reauthorizing TANF, H.R. 4737, the Personal
Responsibility, Work, and Family Promotion Act of
2002, it proposed to extend the Transitional Medical
Assistance (TMA) program and to fund the TMA
extension with federal funds obtained through Medicaid
“cost allocation.” This proposal mirrored a proposal by
President Bush in his FY 2003 budget proposal.

Last year, the President did not include the Medicaid
“cost allocation” proposal in his FY 2004 budget
submission. The House of Representatives passed
another TANF reauthorization bill in February 2004,
H.R. 4, which continues to include the Medicaid “cost
allocation” provision. The FY 2004 Congressional
budget resolution provides funding for the TMA
extension from the federal general fund, making the
“cost allocation” proposal in the House TANF
reauthorization bill unnecessary. The Senate Finance
Committee reported its version of the TANF
reauthorization in September 2003. That bill does not
include the Medicaid “cost allocation” provision. As you
know final action on the TANF reauthorization bill has
not occurred. The program has been temporarily
extended until March 31, 2004, pending final action on
reauthorizing legislation.

The FY 2005 Federal Budget

Last proposed as part of the FY 2003 budget, the
Administration is again proposing to reduce federal
reimbursement for Medicaid administrative costs to
reflect the share assumed in the TANF block grant.
States would be prohibited from using TANF funds to
pay these costs during FY 2005. The Congress has not
enacted a budget resolution to date.

State Impact

The attached chart (see page 3) provides state-by-state
information on the annual Medicaid cost allocation
amounts identified according to the provisions of P.L.
105-185. The chart reflects the figures that were finally
settled on after states went through an appeals process.
While the Medicaid cost allocation provision proposed in
the FY 2005 budget is for one year only, it is instructive
to remember that the Food Stamp cost allocation
provision was also supposed to be a temporary provision.

Laws & Bills

*  Personal Responsibility and Work Opportunity Act
of 1996 (P.L. 104-193)

* The Agricultural Research, Extension, and
Education Reform Act of 1997 (P.L. 105-185)

* The Farm Security and Rural Investment Act of
2002 (P.L. 107-171)

* The Personal Responsibility, Work, and Family
Promotion Act of 2002 (H.R. 4737)

* The Personal Responsibility, Work, and Family
Promotion Act of 2003(H.R. 4)

This summary is an information service provided by
NCSL’s Office of State-Federal Relations. For more
up-to-date information on federal health issues, visit
our website at:
http://www.ncsl.org/statefed/health/fedhealthissues.htm

NCSL Staff Contacts:

= Joy Johnson Wilson, Health Policy Director

* Rachel Morgan, RN, Senior Health Policy
Specialist
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MEDICAID COST ALLOCATION AMOUNTS BY STATE!

1 Annualized Medicaid Cost Allocation Amounts
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Source: “Medicaid Reductions for Transitional Medical Assistance,” Federal Funds Information for States (FFIS), 2002

The original federal savings was estimated to be $300 million, however, after the state appeals process was completed, the
federal savings was reduced to just over $260 million. The state-by-state numbers in the chart reflect the post-appeal amount.
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2003

BILL DRAFT 2003-LCz-187 [v.5] (03/25)

(THIS IS A DRAFT AND IS NOT READY FOR INTRODUCTION)
4/6/2004 11:10:14 AM

Short Title: Tax Credit for Long-term Care Insurance. (Public)

Sponsors:  Unknown.

Referred to:

A BILL TO BE ENTITLED
AN ACT TO REPEAL THE SUNSET ON THE LONG-TERM CARE INSURANCE
TAX CREDIT AND MODIFY THE CREDIT.
The General Assembly of North Carolina enacts:
SECTION 1. Section 29A.6(d) of S.L. 1998-212 reads as rewritten:
"(d) Subsection (a) of this section is effective for taxable years beginning on or after
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January 1, 1999. The remainder of this section is effective when it becomes law. G=S-

on-or-atter-Janvary-12004"

SECTION 2. It is the intent of the General Assembly that, to the extent the
Department of Revenue can do so without incurring programming, design, or printing
costs, the Department require a taxpayer claiming the credit under G.S. 105-151.28 to
list the insurance company and policy number of the policy for which a credit is
claimed.

SECTION 3. This act becomes effective for taxable years beginning on or
after January 1, 2004.





